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The Control of Liquidity in Italy 


|. Premise 


In spite of the criticisms that have been levelled against the 
Radcliffe Report from various sides and on various grounds, one 
great merit it possesses must be recognized: it has thrown into 
relief the importance which must be attributed to the “control of 
liquidity ”, a factor that has come to the forefront, primarily in 
connection with the anticyclical policy, which is based on the 
regulation of the global demand for goods and services. 

That control does not, indeed, imply substantial innovations in 
the conduct of monetary policy, so far generally understood as “ con- 
trol of money ”, or to be more precise, as control of its supply (1). 
Money, in fact, still continues to be, as we shall see, the main 
component of the supply of liquidity. More than anything else, 
therefore, the control of liquidity implies the extension of the con- 
trol of money, understood as a means of payment, so as to take 
into account also quasi-money, understood as an asset capable of 
being rapidly changed into money without appreciable loss. 

This extension is no novelty. It has almost invariably been 
taken into account in formulating the quantitative theory and the 
equation of exchange. Likewise in the conduct of monetary policy, 


(1) According to the Radcliffe Report, the innovation would be substantial since “ it is 
the liquidity of the economy rather than the ’ supply of money ’ that the authorities should 
seek to affect by their use of monetary measures” (p. 4, para. 10). As R. Roosa emphasizes 
(in the October 1959 issue of Lloyds Bank Review) it would be more appropriate to say “ the 
authorities should not only control the supply of money but also seek more broadly to affect 
the liquidity of the economy ” (p. 3). 
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explicit reference has been widely made by the central banks not 
only to the trend of credit money in its typical forms of bank-notes 
and demand deposits, but also to the trend of the other engage- 
ments of the banking system (as, for example, in the case of Italy 
the “free and tied savings deposits”) which are included precisely 
among the quasi-money. The novelty consists rather in the sharp 
emphasis given to such an extension, with greater awareness of 
its implications. It consists primarily in the inclusion among the 
liquid resources not only of the credits towards the Central Bank 
and the banking system but also of short term credits towards the 
State (such, in the case of Italy, as the ordinary Treasury bills). 
In this way, therefore, the State Treasury steps right on to the 
monetary policy stage as creator of liquidity and takes its place 
alongside the Central Bank and the banking system in the creation 
of liquid resources. 


ll. The liquidity of the banking system and the liquidity of the public 


1. Let us now look a little more closely at what is meant by 
liquidity, or more exactly, by the “supply” (or gross availability) 
of liquid resources. 

In this connection, economic theory tells us that liquid resources 
do not represent a category on their own of particular assets that 
can be clearly differentiated from other assets. We have rather a 
vast range of more or less liquid assets or “ resources” that some- 
times differ only very slightly one from another as concerns the 
“ degree of liquidity ” attributable to each of them, that is, we may 
repeat, as concerns their suitability to be rapidly changed into other 
assets such as money. It can therefore be understood why there 
is no complete uniformity among the various countries as to how 
liquid resources are to be identified. The points we shall develop 
regarding Italy do not therefore always correspond to the usages 
current in other countries. 


2. In every country, nonetheless, a clear distinction is made 
between the supply of liquid resources at the disposal of the bank- 
ing system and the supply of liquid resources at the disposal of the 


ee 
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“ private sector ” (2), or, put more briefly, between the liquidity of 
the banking system and the liquidity of the public. A distinction is 
also made, as regards both the banking system and the public, 
between “ primary” liquidities and “ secondary ” liquidities. 

In the case of Italy, from what can be inferred from the data 
published in the annual Reports of the Bank of Italy, the liquidity 
of the banking system is formed by the following assets or “reserves”. 


LIQUIDITY RESERVES OF THE BANKING SYSTEM 
































In milliards In percentage 
of lire of the total 
3h 12. 1957 31.12.1958 | 31.12.1957 | 31.12.1958 
Cash , . 97.8 104.8 2.4 
Deposits at the Bank of Italy ; 48.0 77-4 
Unutilized balances on Bank of _ over- 
drafts . 187.0 | 238.0 
Ordinary Treasury bills “a d deposits at ee 
Treasury . . 48.7 379-7 
Total primary reserves . 381.5 799-9 
Statutory reserves (securities and cash) 1,163.9 | 1,387.7 
Other State securities or comparable invest- 
ments . oe ee oe ee 351-5 414.2 
Commercial bills . 15747-7 | 5794-1 
Total secondary reserves 3,263.1 | 3596.0 
Total reserves . 3,644.6 13959 
Percentage ratio of primary reserves to de- 
posits = oe 6 5-9 10.6 
Percentage ratio of total reserves to deposits 56.1 | 58.3 








The liquidity of the public, instead, still taking as a basis what 


can be inferred from the Reports of the Bank of Italy, is formed 
as follows: 


(2) By the private sector is meant the whole of the economic system less the banking 


sector and the foreign sector, thus including in it not only the consumers (or the “ house- 
holders ”) but also the producers (or the “ firms ™). 








6 Banca Nazionale del Lavoro 


LIQUID HOLDINGS OF THE PUBLIC 













In milliards | In percentage 
of lire of the total 


31.12. 1957 Late 12. 1958 | 31 12. 1957 3.1 12. 1958 
l 





' 


|}——___— Jaiaia 























|  Bank-notes at the Bank of Italy (plus coins) 1,851 2,005 21.2 20.3 
| Deposits in current account at the banks | | 
(including savings banks). . . . 3.158 | 3,500 36.1 35-5 | 
Deposits in current account at the Post Offices | 1407 117 | 1.2 1.2 | 
NN OR x ae Sate gl eer A oe! Ps 149 | asa] 1.7 | 2.2 | 
- , a 

Total primary liquidities . . 2... | pate 5,834 | 60.2 /| 59.2 
PO Bend Tat 

| Ordinary Treasury bills . . . .... | 178 | 132 | 2.0 | 1.4 

| Savings deposits at the banks... . . 2,706 3,208 | 309) 32.5 
| Savings deposits at the Post Offices . | 28 | 254 | 2.5 | 2.5 | 
EE eae ae 388 | 437 4-4 4-4 | 

| Total secondary liquidities . . . . 3490 | 4,031 39-8 | 40.8 
| | | 

Total liquidity . . . ..... | 8,756 9,865 | 100.0 | 100.0 
=a eiliceesiiiieal =—= = j 
| Percentage ratio of primary —_—— to | 
} gross national income . . 34-3 | 
Percentage ratio of total iui to ~ 

national income . . Ss . 57-2 


3. Although the liquidity reserves of the banking system and 
the liquid holdings of the public are expressed in different ways, 
they have many common features. In fact, the primary liquidities 
of the banking system are formed essentially of credits of the system 
itself towards the Bank of Italy (in “cash” and in “ deposits”, 
as well as in the “ unutilized balances on Bank of Italy overdrafts ”) 
and of credits towards the Treasury (in “ordinary Treasury bills” 
and in “ deposits”), quite apart from that sum which is tied for 
compulsory reserves (and which is therefore attributed to the secon- 
dary reserves). In the liquidity of the public, too, credits vis-a-vis 
the Bank of Italy are included (in the first line of the primary 
liquidities) and towards the Treasury (in the first line of the secon- 


dary liquidities) (3). 


(3) In addition to the data given in the two preceding Tables, the Report of the Bank 
of Italy for 1958 makes clear (in Table 136) that of the liquid resources created during that 
year by the Bank of Italy and the Treasury, for a total sum of 924 milliard lire, 717 milliards 





| 
| 
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Nonetheless, an essential difference exists that must be strongly 
emphasized. While the primary reserves of the banking system are 
formed exclusively by short term indebtedness of the Bank of Italy 
and the Treasury, the liquid holdings of the public, in addition to 
including such debt (as well as the indebtedness of the post offices, 
which in effect goes back to the Treasury), are also, and primarily, 
formed by short term indebtedness of the banking system: by 
deposits at the banks in current accounts (as primary liquidities) 
and by savings deposits (as secondary liquidities). Thus, while the 
Bank of Italy and the Treasury create liquidity in relation to both 
the banking system and the public, the banking system, in its turn, 
also contributes to the creation of liquidity in relation to the public. 
The banks therefore find themselves in the peculiar position of being 
“seekers” of liquidity in relation to the Bank of Italy and the 
Treasury, and “ creators” of liquidity in relation to the public. 


4. It is this creation of liquidity by the banking system that 
has gradually taken a preeminent place in the modern credit eco- 
nomies, so much so that the witty remark of Fisher can be applied 
to it — “It is no longer the dog that wags its tail. The tail now 
wags the dog”, in the sense that bank-notes are no longer the 
dominant factor compared with deposits (4). 

If this prevalence of deposits over bank-notes is explained on 
the one hand by the growing preference shown by the public, in 
its role of creditor of the banking system, for keeping deposits 
instead of bank-notes, it must also be explained, on the other hand, 
by the well-known “ multiplier ” effects that the credit facilities by 
the banking institutions, especially in the form of advances to the 
private sector, has on the volume of deposits (5). This is because 
— as is well known — on a given surplus of liquid reserves (beyond 
the quota tied as statutory reserves) the banks are in a position to 
make credit concessions, and as a reflex, to create deposits, for a 


went to the reserves of the banking system and 207 milliards to the liquid holdings of the 
public. One infers, too (from Table 135) that of the preceding total sum of 924 milliards, 
529 milliards can be ascribed to the creation of liquidity by the Bank of Italy and 395 mil- 
liards to the creation of liquidity by the Treasury. 

(4) Irvine FisHer, in The Money Illusion (New York, 1928, 4th printing 1930, p. 129), 
was referring, when he made the remark quoted above, to the ratios between gold and the 
whole of credit money (bank-notes and deposits). 

(5) To the notion of “ multiplier ” effects the Bank of Italy makes explicit reference 
in its Report for the year 1958, on page 299, as well as on page 310. 
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multiple, more or less elastic, of the surplus in question. In other 
words, the acquisition by the banking system of a given amount of 
liquid resources created by the Bank of Italy and the Treasury does 
not express itself only in a creation of deposits for the same amount, 
as if it were a simple substitution of bank-notes or Treasury bills by 
deposits, a substitution that would not entail an increase of the total 
liquidities of the public. Such an acquisition ends, through the 
concessions of credit by the banking system, rather in a creation 
of deposits for an amount higher than that of the liquid resources 
acquired by the banking system. So the creation of the deposits 
ends by effectively creating a liquidity for the public as a whole, 
through the multiplier effects of the credit concessions of the bank- 
ing system. 


5. In addition to the typical advances, as credits vis-a-vis the 
private sector, the purchases of Treasury bills, as credits vis-a-vis 
the public sector, also act in the same way. 

That these purchases can have an influence on the creation 
of bank deposits in the same way as the credit facilities to the 
private sector is seen when the purchases are made from the public, 
which is credited, in a deposit account, with the value of the bills 
by the purchasing bank. If, indeed, the purchases are made directly 
from the Treasury by means of payment at the Bank of Italy, the 
result is a diminution of the primary reserves of the banking system. 
But this diminution can occur also in the case of credits opened to 
the private sector if the borrowers end by drawing bank-notes. This 
form of withdrawal can occur, and normally does occur, not only 
at the moment when the credit is granted but also, and indeed more 
especially, during the normal course of the “cash” transactions 
between banks and public, during which the public, in its role, we 
repeat, of creditor of the banking system, makes a choice deliberately 
or not, between keeping deposits or keeping bank-notes. It can 
therefore be stated that both the advances to the private sector and 
the purchases of Treasury bills can result either in the creation of 
bank deposits or in a diminution of the liquid reserves of the bank- 
ing system on the Central Bank, according to the preferences shown 
by the public in the above mentioned choice. 

As a matter of fact the advances to the private sector offer to the 
public as a whole wider opportunities to hold deposits and constitute 
at the same time a more direct stimulus towards these holdings. 
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They therefore end by exercizing a greater influence on the mul- 
tiplier effects, which are thus far more evident when the credit 
facilities of the banking system takes place through advances to 
the private sector rather than by means of the purchase of Trea- 
sury bills. For this reason the multiplier effects become more out- 
standing in periods of expansion of economic activities, during 
which the banking system can more easily increase the volume of 
its advances, while at the same time the public, as a reflex of the 
increase of income, is in a position to give, as a depositor, larger 
credit to the banking system. Then it is that the function of the 
banking system as “creator” of liquidity in relation to the public, 
by means of the multiplier effects becomes more evident. 


6. Such creation is the reason why the trend of liquidity of 
the banking system in general comes to be very different from and, 
indeed, opposed to the trend of the liquidity of the public. 

The creation of liquidity in favour of the public, as a counter- 
part of the credits granted by the banking system,acts in such a 
way that in face of the increase in the liquid resources in the hand 
of the public, there is a diminution of the liquidity of the banking 
system. The diminution can appear in absolute figures, that is, in the 
volume of the primary reserves of the banking system, if and insofar 
as the public, in face of the increased volume of deposits, begins to 
withdraw bank-notes, without the Central Bank increasing the cir- 
culation in the meantime (6). But also when, as generally happens, 
the credit expansion by the banking system is accompanied by in- 
creases in the circulation by the Central Bank, the diminution can 
show itself, and mostly does so, in the ratio between the primary 
reserves and deposits. Then, in fact, the reduction of the ratio can 
take place even without a diminution of the volume of the reserves 
(as the numerator) because of the increase in the volume of deposits 


(6) In connection with what was stated in the text (para. 4) no diminution of reserves 
in absolute figures happens — ceteris paribus — when it is a question of purchases of 
ordinary Treasury bills carried out directly from the Treasury. In this case the banking 
system substitutes liquid reserves at the Bank of Italy with liquid reserves at the Treasury. 
While therefore it could remain indifferent in respect of the creation of bank deposits in 
the hands of the public whether the credits of the banking system are made by means of 
advances to the private sector or through purchases of ordinary Treasury bills, the sam: 
cannot be said in respect of the liquidity position of the banking system, which becomes 
diminished in the first case but not in the second. 
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(as the denominator). And it is this ratio which is the “ North star ” 
to which the banks look in regulating the trend of their credit 


activity. 


7. The confirmation of this opposite trend of the liquidity of 
the banking system in respect of the liquidity of the public is 
afforded by the analysis of the “liquidity of the market and of 
the credit system” from 1948 to 1958, presented by the Bank of 
Italy in its Report for the year 1958 (and particularly in Table 144 
and in Figure 44). While the primary reserves of the banks in rela- 
tion to deposits are shown to have passed, through continuous 
fluctuations, from 17.5°% in June 1948 to 9°% in June 1958, on the 
other hand the total liquid holdings of the public showed a con- 
tinuous rise which emerges also in the ratio between these holdings 
and the gross national income, which passed during the same period 
from 33% to 56.2%. 

It can be taken that this tendency will be confirmed also in the 
data for 1959 that are expected to be announced by the Bank of 
Italy in its imminent Report for that year. On the basis of the 
figures so far available it is to be presumed that the liquidity of the 
banking system is decreasing (7). Against this the liquidity of the 
public has continued to show a persistent rise which showed itself 
(up to June 1959) not only in the absolute figures but also in the 
percentage increases, which are seen to be somewhat above the 
increase in the national income (8). 


(7) This assumption is based on, among other things, the reversal of the tendency 
discernible in the ratio between advances and deposits even from September 1959: 














Deposits Advances ‘| Ratio 
ee (1) (2) --| G—2:1) 

(milliards of lire) (%) 

December 1957 - . - - - -- - | 6,496.0 | 4,882.3 75-2 

| June Mw. sc cnssanss | Rie | eee 71.2 
| wecember 19598... ..... «| «755n-7 | 5147.6 | 68.5 
June aa > i ae de ae 8,074.9 | §,205.8 | 64.5 
Seprember 1999 . . -.----~.- «+:+| «%8,2460 | §,375-9 | 65.2 
December symp. ...-.+-s =f Sass 5,915.0 (*) | 67.0 


(*) Provisional data. 


(8) This is inferred from the following Table, which lacks, compared with the complete 
picture given in Table 139 of the above mentioned Report of the Bank of Italy, the following 
elements that cannot be inferred from the periodical publications: “deposits at the Bank of 
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8. It is thus confirmed that, in relation primarily to the mul- 
tiplier effects of the credits granted by the banking system, the 
liquidity of the banking system itself and the liquidity of the public 
are, as far as their trend is concerned, not only quite different things 
but even things one set against the other. However, going back 
to what has already been outlined (para. 5), it is a fact that 
through the said multiplier effects, as, for that matter, also through 
the simple substitution of liquidity already created by the Bank of 
Italy and the Treasury, the liquid holdings of the public are now 
formed primarily, and with a growing prevalence, by deposits that 
are created in the banking system (g). It is therefore easy to under- 
stand how, while the anticyclical policy based on the regulation of 
global demand is directed to regulating the supply of liquidity in 
the public’s hands, nonetheless the “control of liquidity” by the 
monetary authorities consists primarily in the regulation of the 
liquidity of the banking system through regulation of the primary 
reserves that the system has at its disposal. In this way the control 
of liquidity of the banking system does not constitute an end in 
itself and should, instead, be understood as a means of controlling 
the liquidity of the public. 


Italy ” (less the money orders and cheques incorporated in the first column), “ post office 
current accounts (net of the internal accounts)”, “ordinary Treasury bills of the public”. 
And account has not been taken of other elements that are not easy to work in. In any 
case, the total of the items considered represented, for the years from 1956 to 1958, from 92% 
to 94% of the total of the complete picture presented in the Report of the Bank of Italy. 


CHIEF ITEMS OF THE LIQUID HOLDINGS OF THE PUBLIC 








SSS {== =——S—— 
Notes, coins |Variations in the 12 months! 





jmoney orders Bank Post Office | Total /=_ar~en on | 
| and circular | deposits (*) Deposits | Absolute | + 
| cheques | | _ figures Z 
| (milliards of lire) | 
31-12-1956 | 2,065 5,272 189 | 7,516 | — _— 
30- 6-1957 | 1,871 55350 | 200 | 7,421 — | — 
| 3a-12-1957, | «2,157, | 5,815 217, | 8189 | 673 | 8g 
| 30- 6-1958 | 1,991 | 6,035 230 8,256 | 835 | 11.2 
31-12-1958 2,328 6,689 254 9,271 | 1,082 | 13.2 
30- 6-1959 | 2,221 75134 270 9,625 1,369 | 16.6 


(*) excluding the savings deposits tied at the Savings Banks. 


(9) Thus, while the Table inserted in para, 2 shows that in Italy the liquid holdings 
of the public increased in 1958 by 1,109 milliards, the Bank of Italy and the Treasury are 
shown as having contributed to that amount (as is indicated in note para. 3) only 207 mil- 
liards. The difference of go2 milliards would therefore represent the liquidity created for 
the public by the banking system. 
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But in assuming as a deciding factor of the liquidity of the 
public the liquidity of the banking system, the monetary authorities 
shall not lose sight of the contrast that can occur in the trend 
of one or the other form of liquidity. This contrast must be kept 
in mind, especially in the expansionary phases of economic activity, 
during which — as was seen (para. 6) — the ratio of liquidity of 
the banking system tends to reduce itself on its own, as a result 
of the credit expansion, while the liquidity of the public can increase 
until the margins of liquidity set beforehand by the banks are ex- 
hausted. It is then especially that a decrease of the liquidity of the 
banking system can imply an increase and not a diminution of the 
liquidity of the public so that one could be led to making erroneous 
forecasts by assuming that the trend of liquidity of the banking 
system is an “ indicator ” of the trend of the liquidity of the public. 


lll. The instruments of control 


1. From what has now been said, the liquidity of the public 
— which has major economic significance as far as concerns the 
regulation of the global demand and therefore the anticyclical policy 
— must be controlled primarily through the liquidity of the banking 
system. This essentially means to regulate the creation of liquidity 
by the Bank of Italy and the Treasury, that is, to regulate the short 
term indebtedness of the Bank of Italy and the Treasury, which is 
directly reflected not only on the banking system but also on the 
public. Thus the instruments that serve, indirectly, to control the 
liquidity of the public, through the banking system, serve to control 
also directly the liquidity of the public. 

This being established, we shall see (from para. 2 to para. 5) 
how the Bank of Italy can regulate the trend of its own indebted- 
ness, which is essentially short term, and (from para. 6 to para. 8) 
how the short term indebtedness of the Treasury can be regulated 
or, better, how it can be contained. 

There will then remain to be considered what instruments can 
influence the creation of liquidity by the banking system, by check- 
ing, or if necessary stimulating, the multiplier effects inherent in the 
lending activity of the system itself. 


2. As far as the Bank of Italy is concerned, it is easy to infer 
from the ample documentation offered by the annual Reports the 
elements that give rise to its indebtedness. It is a question, in sub- 
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stance, of three elements, which refer respectively to the credits 
towards the banks and the private sector (advances), towards the 
foreign sector (financing of the gold and foreign exchange managed 
by the Italian Foreign Exchange Office), and towards the public 
sector, that is, towards the Treasury (purchases of Treasury and other 
securities also “ for account of the Treasury ”, advances and financing 
of the “ wheat stockpile”). Here are the figures of the variations in 
each of these elements and for the whole of them, from one year 
to another in the ten years 1949 to 1958 according to the summary 
given in the Report for the year 1958. 


VARIATIONS IN MILLIARDS OF LIRE 


Private sector Foreign sector Public sector Total 

















31-12-1949 2 246 - 60 188 
31-12-1950 43 7 go 143 | 
31-12-1951 - 11 127 125 241 
31-12-1952 24 - 96 304 232 
31-12-1953 - 9 - $5 242 178 
31-12-1954 | - 10 8 216 214 
31-12-1955 - 31 | 44 253 266 
31-12-1956 46 68 14! 255 
31-12-1957 - 38 196 | 88 246 | 
31-12-1958 — 64 583 - @ 477 














And here are the same variations shown as percentages, which 
give a better idea of what as been the weight of the individual ele- 
ments year by year. 





VARIATIONS BY PERCENTAGES 
| Private sector | Foreign sector Public sector Total 











eee: Seen ate Penal anal 
| 

| 31-12-1949 1.1 130.8 | — 31.9 100 

| 31-12-1950 30.1 4-9 | 65.0 100 | 
31-12-1951 - 45 52.7 | 51.8 | 100 
31-12-1952 10.4 41.4 131.0 100 

31-12-1953 | - 5.3 - 30.9 135-9 100 

| 31-12-1954 | - 4.6 3-7 100.9 100 

| 31-12-1955 - 11.6 16.5 95-1 | 100 

| 31-12-1956 | 18.0 26.7 53-3 100 

| 34-12-1957 — 15-4 79-7 | 35-7 | 100 


31-12-1958 - 1354 122.2 - 6s 100 
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3. Its thus clear how unimportant the advances of the Bank 
of Italy to the private sector, formed chiefly of advances on securities 
granted to the banks, have generally been as far as the creation of 
liquidity is concerned. The majority of the banks, in fact, are 
reluctant to have recourse to the rediscounting of their portfolio, 
with the exception of the portfolio for the wheat stockpile, the 
financing of which, as was said, is part of the transactions on behalf 
of the Treasury. 

It also emerges how the variations concerning the foreign sector 
end, in general, by being opposed to those concerning the Treasury. 
This emerged especially in the year 1958 during which the surplus 
of the balance of payments and correlative purchases of gold and 
foreign currency made by the Italian Foreign Exchange Office, with 
funds supplied by the Bank of Italy, were the “ main-spring” of 
the liquidity, in that they were transformed into a growing creation 
of liquid resources, which flowed both to the banks and to the 
private sector (as was made clear in note, Section II, para. 3). It 
was just this that enabled the Treasury to meet its “total require- 
ments ” by turning more to the banks and to the private sector rather 
than to the Bank of Italy. 


4. This being the position, the question arises first of all whe- 
ther, as to the creation of liquidity, regarded in its total volume, 
the monetary authorities can exercize an influence on all three of the 
sectors now considered, through the classical instrument of variations 
in the Bank rate. 

The reply can only be negative as regards the private sector, 
given also that the variations of the advances to the sector itself have 
an almost negligible weight on the total. And the reply can only 
be negative also as far as the Treasury is concerned, since the trend 
of its resort to the Bank of Italy is almost independent of the level 
of the Bank rate. 

The variations of the Bank rate could, instead, affect the foreign 
sector by, for example, attracting through increases of the rate 
foreign bank resources which could increase the surplus of the 
balance of payments and hence the creation of liquidity by the Bank 
of Italy. To such an influence should be attributed a “ perverse ” 
character as far as the anticyclical policy is concerned, since the in- 
creases of the rate, instead of causing an attenuation of the cycle, 
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as is normally expected, would end instead by causing, sooner or 
later, a revival of the global demand for goods and services as 
a reflex to the increased liquidity. In Italy, anyhow, the effects 
of the flow of foreign banks’ funds are largely neutralized as far as 
the creation of liquidity by the Bank of Italy is concerned. In fact, 
50%, of the foreign banks’ funds, expressed in Italian lire, are com- 
pulsorily kept apart by the banks in special non-interest bearing 
accounts (“ M accounts”) at the Bank of Italy, while the funds in 
foreign currency are handled by the authorized banks on their own, 
without giving rise, as would happen if they were surrendered to the 
Italian Foreign Exchange Office, to the creation of liquidity by the 
Bank of Italy. The influence of the flow of foreign bank funds on 
the liquidity of the banking system and of the private sector can 
therefore be noticed only indirectly, making itself felt either through 
the credit balances of the authorized banks with their foreign corres- 
pondents or through the foreign exchange credits that the banks 
themselves grant to their customers, especially for the payment of 
imports. 


5. The influence that can be attributed to the classical instru- 
ment of the Bank rate, as far as the creation of liquidity by the 
Bank of Italy is concerned, thus appears to be rather negligible. 
So it remains to be seen what other instruments the monetary 
authorities have at their disposal, still in regard to the short term 
indebtedness of the Bank of Italy. 

Undoubtedly, as regards the private sector, the monetary author- 
ities, as was pointed out by the Governor of the Bank of Italy during 
a lecture given in Zurich in 1956 (10), “can allow or refuse the 
commercial banks rediscounting facilities and advances on secur- 
ities”. And, as far as the foreign sector is concerned, they are 
empowered to “grant or refuse the commercial banks loans in 
foreign currencies through the Italian Foreign Exchange Office, 
which, in turn, is financed by the Central Bank”, and they can 
also “ request the banks to be more liberal, or more sparing, in 
their use of credit facilities granted to them by their foreign cor- 
respondents ” (11). 


(10) Reproduced in English in the January-June issue, 1956, of this Review. 
(11) In this sense, the “ sterilization ™ of the foreign resources in Italian lire through 
the “ M accounts ™ already mentioned in this article also plays its part. 
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Here we certainly have instruments that can be efficient in times 
of normal liquidity developments. It remains however to evaluate 
what their power can be in periods of exceptional expansion of 
liquidity due to a conspicuous and persistent surplus in the balance 
of payments, such as occurred in the year 1958, during which the 
surplus of 850 million dollars caused the creation of monetary 
resources by the Bank of Italy for 583 milliard lire (12). In such 
periods of so marked an expansion of liquidity, the need is more 
strongly felt of integrating the aforesaid instruments of a prevalently 
monetary character. Then it is only natural to rely on the already 
mentioned contrast between the variations concerning the foreign 
sector and the variations concerning the Treasury; to reduce, that 
is, in periods of a balance of payments surplus the interventions of 
the Central Bank in financing the needs of the Treasury, or even 
(as happened in the years 1949 and 1958) to invert the sign (from plus 
to minus) of the transactions with the Treasury (as is seen from the 
preceding Tables). This means to work in such a way that, as far 
as possible, the requirements of the Treasury should not be met by 
new short term indebtedness towards the Bank of Italy or that even 
the pre-existent indebtedness should be reduced. 


6. But the containment of liquidity that can be achieved through 
lower short term indebtedness of the Treasury with the Bank of 
Italy would be lessened if — as frequently happens — that lower 
indebtedness caused, or anyhow were accompanied by, a greater short 
term indebtedness of the Treasury towards the banking system 
or the public. It is not enough, that is, to consider separately, as 
we have deliberately done so far, the creation of liquidity by the 
Bank of Italy; it is necessary to consider also the creation of liquidity 
by the Treasury through its indebtedness outside the Bank of Italy. 

This creation of liquidity by the Treasury can occur in place of 
the creation of liquidity by the Bank of Italy, since — as has already 
been mentioned (para. 3) — the Treasury’s possibility of having 
greater recourse to the banks and to the private sector, through the 
issue of its own bills, enables less resort to be made to the Bank of 


(12) During 1959 there was a surplus in the balance of payments of 764 million dollars 
(a figure which, moreover, does not include the credit in lire made in favour of the Inter- 
national Monetary Fund for a countervalue of 202,5 million dollars). The creation of new 
monetary resources in face of this surplus was in 1959 569 milliard lire. 
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Italy for the funds necessary to cover the government cash require- 
ments. Moreover, it is not only the cover for these requirements 
that in Italy determines the volume of Treasury bills in circulation, 
seeing that their issue is always available to the banks and to the 
private sector, which can ask for them on their own initiative accord- 
ing to whether it suits them to hold Treasury bills compared with 
other liquid resources. In such a case the proceeds from the issue 
of the bills flow into the Treasury accounts with the Bank of Italy, 
reducing their total debit balance: the reduced creation of liquidity 
by the Bank of Italy is then offset by the increased creation of liquid- 
ity by the Treasury. 


7. From this point of view to consider, in the light of monetary 
policy, the whole supply of liquid resources (as is the tendency today) 
and not only the supply of money leads one to attribute less import- 
ance to the substitution of Bank of Italy indebtedness by Treasury 
indebtedness, since with both types of indebtedness the liquidity of 
the banking system and the liquidity of the public always ends by 
varying in the same sense. In this way (according to the tendency 
mentioned) one comes to consider it proper to give greater emphasis 
to the action of the Treasury, as creator of liquidity through the 
management of its own debt. 

This does not rule out, however, as far as the process of income 
formation and other aspects of the economic activity are concerned, 
the fact that whether liquidity is created by the Bank of Italy or by 
the Treasury may have a different significance. It is necessary, that 
is, always to consider on a different plane the supply of money in 
relation to the supply of quasi-money, or rather the availability of 
primary liquidities in relation to the availability of secondary liquid- 
ities. This is not particularly noticed in Italy by the banks since it 
is left to the judgment of each of them to meet the reserve require- 
ments by means of “cash” or “ government securities”. But the 
difference is more or less noticed by the banks themselves as regards 
free reserves and it is in any case noticed by the private sector. And 
this is why the open market operations by which one substitutes 
money to quasi-money (or vice-versa), can still be included among 
the instruments that can be used for the control of liquidity. Even 
if by their use the total volume of liquid resources does not change, 
the composition of the whole of them changes: even without a 
change of “quantity” there is a change of “ quality”, which is 
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anything but insignificant as regards economic effects. The Italian 
monetary authorities therefore quite rightly end, in spite of any 
appearance to the contrary, by making use of such open market 
operations, even if by methods different from those adopted in 
other countries. Thus among other things the “ operations in secur- 
ities on behalf of the Treasury ” — through which, at the judgment 
of the monetary authorities, a more or less conspicuous part of the 
“cash” deposited by the banks as statutory reserves is employed — 
can be regarded as open market operations (1). 


8. Such operations naturally cannot play a great part in the 
control of liquidity, especially if it is a case of absorbing liquidity 
already in existence, since, inter alia, an adequate availability of 
securities, which cannot always be arranged beforehand, would be 
necessary for this purpose, as well as an appropriate flexibility in 
placing them on the monetary market and, eventually, also on the 
capital market. 

The best method to adopt for the control of liquidity, the more 
so if it is a question of absorbing liquidity created as a result of 
persistent surpluses in the balance of payments, is always that of 
consolidation of Treasury indebtedness, which, so long as it is kept 
on a short term basis, constitutes a source of liquidity for both the 
banking system and the public. And this is the instrument which, 
for more than a decade, has been largely resorted to in Italy by the 
monetary authorities. The Governor of the Bank of Italy recalled 
this during the lecture already mentioned. “ The use of the instru- 
ments which I have described”, he said, “ has been supplemented 
since 1950 by the issuing, in the early months of each year, of nine- 
year government bonds, the so-called ‘Buoni del Tesoro Noven- 
nali’. These bonds, which are placed on the market by the. credit 
institutions, serve to absorb the excess liquidity which usually appears 
in my country towards the end of the year ”. Using the same method 
an attempt has been made to absorb, in addition to the excess 
amounts of a seasonal character, the exceptional volume of super- 
abundant liquidity created in Italy, beginning in 1958, by means of 


(1) Such operations have represented an anything but negligible quota of the Bank of 
Italy’s credits towards the Treasury: on December 31, 1958 out of a total of 1,804 milliard 
lire (including the “ wheat stockpile ”) 325 milliards represented such operations. Noteworthy 
are the variations that occur in this particular item: from a maximum of 355 milliards at the 
end of December 1955 the total dropped to 128 milliards at the end of December 1959. 
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the issue of the loan of 300 milliards of 7-year Treasury bonds in 
August 1959 and the loan of 250 milliards of g-year Treasury bonds 
in February 1960 (14). 

It is clear, however, that the absorption of liquidity through 
the funding of Treasury short term debts can be definitive only 
insofar as the “ total requirements ” of the Treasury are kept within 
limits such as to enable them to be met by medium or long term 
indebtedness, that is, by recourse to the capital market — instead of 
by continuous new issues of ordinary Treasury bills, such as to leave 
unchanged, or even to increase, the total amount of bills in the 
hands of the banking system and the public. But it cannot be 
ignored that such conditions rarely occur in periods of liquidity 
expansion, during which the ease of placing ordinary Treasury bills 
can lead to deficit spending on a liberal scale, even on productive 
investments, raising the Treasury’s “total requirements” beyond 
what is effectively placed on the capital market (15). This does not 
necessarily mean that the Budget must be balanced at all costs, but 
that the deficit must decisively be reduced, especially in the periods 
of expansion, so as to leave Treasury policy more room in which 
to manoeuvre as regards also the control of liquidity. This control 
is now one of the responsibilities that the Treasury is called upon 
to face in the management of its debt, responsibilities that have 
gradually made themselves more felt in relation also to the new 
directions of monetary policy mentioned in the premise. 


g. All things considered, therefore, there is no lack of instru- 
ments through which the monetary authorities can vary the short 
term indebtedness of the Bank of Italy and the Treasury, thus 
directly influencing as much the liquidity of the banking system as 
the liquidity of the public. 

As was made clear at the beginning, what is of interest is to 
control the liquidity of the public. And from this point of view, 


(14) This last loan largely served (for the sum of 116 milliards) for the renewal of 
an equal amount of 9-year bills which had matured and not for the absorption of “ fresh 
money ”. 

(15) In Italy, as a matter of fact, the issues of Treasury bonds of the duration mentioned 
above served to arrest and, indeed, to lower the circulation of ordinary Treasury bills. After 
the upswing from the beginning of 1950 (with 1,243 milliards) until March 1959 (with 1,759 
milliards), the maximum of 1,792 milliards was reached in July 1959, but since then there 
has been a decline in Treasury bills even though only slow, and the year 1959 closed with a 
figure of 1,770 milliards. 
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it is not a matter of indifference how the liquidities created by the 
Bank of Italy and the Treasury are divided between the banking 
system and the public. We know, in fact, that the resources that 
flow to the banking system give rise, on the part of the banking 
system itself, to a further creation of liquidity in the public’s hands, 
leading to the “ multiplier ” effects that were dealt with at length 
(Section II, para. 4). Multiplier effects do not occur, instead, in the 
case of the resources that flow directly to the public. In other words, 
the flow of liquid resources to the banking system widens the base 
which supports the lending activity of the banking system with their 
multiplier effects on the liquidity of the public. If, therefore, that 
base is controlled, this can serve to contain the multiplication of the 
liquidity. In this sense, too, the monetary authorities can exert an 
influence, especially in connection with the consolidation of Treasury 
debts: it is not without importance in this case whether the placing 
of consolidated debts ends in a reabsorption of the liquidity at the 
disposal of the banks rather than of the liquidity in the hands of 
the public. 


10. The monetary authorities can endeavour not only to con- 
trol the base of the multiplier effects but also to contain, so to 
say, the “height” of the effects in question. They can, that is, 
ensure that the banks do not extend their credit lines up to the 
potential limits arising from the total of the liquid resources at their 
disposal. 

An allusion in this sense is found in the mentioned lecture 
by the Governor of the Bank of Italy, who emphasized that the 
Central Bank “can apply, with varying degrees of liberality, its 
powers to authorise the commercial banks to grant credits which 
exceed a certain percentage, fixed by law, of their share capital and 
reserves”. But, naturally, the variations of the reserve requirements 
could be far more efficacious with regard to the “ height” of the 
multiplier effect. In fact, an increase of their ratios, equally if the 
reserves are formed of cash or of securities, results in the blocking 
of a part of the liquid resources at the disposal of the banking 
system, and they take on the character of secondary reserves, as they 
cannot be assigned to the resources available for immediate use, 
which every bank watches carefully like the “North star” in 
regulating the trend of its credit policy. The same occurs, of course, 
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but in a reverse sense, when there is a diminution of the reserve 
ratios. 

These variations represent the instrument which is used in 
several countries to control the creation of liquidity by the banking 
system. In Italy, however, no opportunity of adopting it has so far 
occurred. Moreover an increase of the reserve requirements in the 
phases of credit expansion (phases that are generally marked by a 
reduction of the liquidity ratio of the banking system in face of an 
increase in the liquidity of the public) can entail a rather drastic 
credit squeeze for the banks which have not formed beforehand, 
among the primary reserves, adequate margins of resources in cash 
or in securities (16). It can therefore be understood how the increases 
of the compulsory reserves by the countries which follow this method 
are aimed rather at containing the creation of new liquid resources 
than at reabsorbing the liquid resources already created by the bank- 
ing sistem. It seems therefore, that not even this is the instrument 
on which it is possible fully to rely in the event of exceptional in- 
creases in the liquidity of the public, due to conspicuous and _per- 
sistent surpluses in the balance of payments. 


Conclusions 


1. In face of the greater complexity that the “ control of liquid- 
ity” shows in respect of the pure and simple “control of money ” 
the monetary authorities now have at their disposal a vast range of 
instruments that can make their influence felt, with varying effi- 
ciency, on the different aspects of liquidity. 

In a general sense, a detailed examination of such instruments 
indicates that it is easier to contain than to reabsorb the liquidity 
that is created by the balance of payments surplus, a liquidity which, 
through the Central Bank, ends by permeating the banking system, 
with repercussions on the liquidity of the public of a multiplier 
character, which can become ever more marked as the liquidity ends 
by reviving the cycle, triggering off a growing credit expansion. In 
these circumstances, while every excess of liquidity of the banking 
system can gradually be reduced, until it disappears altogether, even 


(16) To avoid a similar squeeze the statutory reserves were introduced in Italy in 1947 
for the banks and in 1958 for the savings banks, accompanied by appropriate precautions to 
prevent the multiplier effects from acting to contract the credits already granted. 
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without the intervention of the monetary authorities, on the other 
hand a persistent superabundance of liquidity of the public can 
develop. This superabundance must be considered taking into 
account the already mentioned ratio between total liquidity and the 
national income. In fact, just as from their own point of view the 
banks look primarily at the ratio between primary reserves and 
deposits, so from the national point of view it is necessary to look 
primarily at the ratio between total liquidity and the national income 
and not only at the absolute figures of the liquid resources. 


2. The increase of the said ratio, even if conspicuous (as is to 
be presumed occurred in Italy during 1959), should however be com- 
pared with the general tendency, which was not confined to Italy 
alone, towards increased holdings of liquid resources by the public, 
as a reverse manifestation of a diminished velocity in the use of the 
liquid resources. Thus the increase in the ratio does not signify, in 
itself, that there is a superabundance of liquidity of the same order. 
One cannot rule out, however, that the revival of the cycle may 
increase this velocity seeing that, among other things, the entrepre- 
neurs may be led to utilize the balances formed beforehand during 
the recession phase. 

In such case, there may not be a greater demand for liquid 
resources to be held such as to absorb the superabundant liquidity 
and to contain its effects on the level, inter alia, of prices and wages. 
Then the risks always latent in the free market economies could 
become enhanced: the risk, that is, of stimulating inflationary ten- 
dencies as well as tendencies towards freezing assets of the banking 
system. In this case, naturally, the monetary authoriteis would not 
hesitate to employ, even drastically, the instruments at their disposal 
so as to prevent the above mentioned tendencies from prevailing, as 
the Governor of the Bank of Italy gave warning in the “ Final 
Considerations ” of his Report for the year 1958. 


3. Again, the more recent developments of the situation in 
Italy in relation to the rate of income formation, allow it to be 
assumed that “the policy aiming at preserving for the market an 
ample volume of liquid funds... even though the maintenance of a 
high degree of liquidity was... not without certain dangers” has 
been “ favourable for the promotion of a more active phase in the 
field of investment ”, seeing that “a high degree of liquidity ” can 
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be “ capable of furthering, through... the fall in the cost of money, 
new investments ” (17). 

In other words, the superabundant liquidity, taken in its nominal 
monetary expression, seems about to be reabsorbed “ physiologically ” 
by means of the expansion of the real income regarded in its tangible 
forms. It would be this expansion of real income that would reduce 
the ratio of the liquidity of the public if and to the extent that the 
increase of the real income (as the denominator) should succeed in 
surpassing the increase of liquidity (as the numerator). 

This is not, in any case, the only way to a “ physiological ” 
absorption of liquidity. Alongside it there remains open the way 
of expansion abroad: the opportunity, that is, of allowing the flow 
abroad, even for the transfer of capital, of the exchange reserves that 
can be assumed to be in excess — due account being taken of the 
larger purchases which it may be necessary to make abroad to streng- 
then the Italian productive structure. This can not only respond to 
well-founded motives of international solidarity, but also can prevent 
the persistence of a superabundant liquidity, beyond internal needs, 
from triggering off speculative movements, especially in the financial 
markets. In this sense, those who enjoy theoretical schemes realise 
that, notwithstanding the wide diversity of forms, the classical pre- 
cepts of the “control of money ” are still substantially valid for the 
“control of liquidity”. That is, still holds good what D. Hume 
wrote more than two centuries ago, when he emphasized that “ the 
same causes which wou’d correct... exorbitant inequalities... must 
for ever, in all neighbouring nations, preserve money nearly pro- 
portion’d to the art and industry of each nation ” (18). 


Rome AMEDEO GAMBINO 


(17) Banca p'Iratia, Report for the year 1958. 
(18) In the essay “ Of the Balance of Trade“, p. 83 of the 1752 edition of the Political 
Discourses. 
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The affairs of Europe are characterized by a labyrinthic intri- 
cacy. The difficulties start right away with the definition of Europe 
itself. I draw from my sources that the name of Europe came to 
be applied to the land west of the Ural mountains and the Caspian 
sea because, through affinity of physical features and climate, this 
land was occupied by countries in intimate relations with one 
another, not always of a peaceful nature one might add, and 
separated from the countries of Asia by unpeopled or very sparsely 
peopled areas. And, the source continues, within the limits thus 
marked out on the East, the inhabitants of Europe developed a 
civilization of essentially the same type and a common history. 

The eastern frontier of Europe was not coterminous with a 
national boundary. It ran entirely within one state — Russia. 
Following the Communist revolution of 1917, increased political 
and economic significance came to be attached to the line dividing 
the Soviet Union as a whole from the rest of the world. The line 
of the Urals vanished accordingly into oblivion. But we continued 
to speak of Europe, in a somewhat narrower sense, treating the 
Soviet Union as a totally separate entity. 

After World War II, a new and painful adjustment in the use 
of terms became necessary. Several European countries fell under 
Communist rule, and the Iron curtain became for most purposes 
the relevant line of division between East and West. The line 
departs sometimes from geographic realities. In its Southern stretches, 
it bends eastwards to embrace Greece and Turkey into Western 
Europe. Tito’s Yugoslavia is seated astride the fence. 

All the countries in this politically defined Western Europe 
are members of the Organisation for European Economic Coopera- 
tion, O.E.E.C., with the exception of Finland. 


* A lecture given at Cornell University (Ithaca, N.Y.) in January, 1960. 
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Political and economic divisions unfortunately exist within 
Western Europe itself. 

Politically, Western Europe is divided between N.A.T.O. coun- 
tries and neutrals. This distinction is of some economic consequence, 
as we shall see later on. 

But the division which will chiefly occupy us in this lecture is 
that between the Six and the remaining Western European Countries. 
From the two sides of the Common Market fence, conflicting voices 
are raised. Those inside the Common Market think that Western 
Europe is integrating; those outside it that it is disintegrating. 

In the early post-war years, several suggestions were made and 
negotiations started having in view the formation of Customs Unions 
between two or more Western European countries. They all 
miscarried, except in the case of Benelux, a customs union of three 
countries (Belgium, the Netherlands and Luxembourg) which had 
been conceived during the war by their Governments in exile. 

In December 1947, a multilateral payments agreement was 
concluded among six countries, aiming at the clearing of claims 
arising from their trade relations. The parties to this agreement 
were Western Germany (then under military occupation), France, 
Italy and the three Benelux countries. This was the first transient 
appearance of the Six. But the agreement was eventually superseded 
by the European Payments Union, embracing all O.E.E.C. countries. 

The Six really acquired their capital S in 1951, by establishing 
the European Coal and Steel Community. 

The creation of conditions that would avoid the recurrence of 
war between France and Germany was viewed in both countries 
as a primary policy objective, and the establishment of some 
permanent community of interest between the basic industries of 
the two countries was an approach to the problem — and a specially 
valid one in the case of the steel industry. In an official declaration 
of 1950, it was stressed that the pooling of coai and steel production 
would change the destinies of those regions which had long been 
devoted to the manufacture of munitions of war, of which they had 
constantly been victims. 

The intellectual leadership in forging the new bond between 
France and Germany was mainly provided by the French. The 
names of M. Monnet and M. Schuman come to the mind. The 
Benelux countries and Italy joined in during the negotiations, and 
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the Community, which had been conceived at first as a Franco- 
German pact, became a six country venture. 

And the venture was on the whole a success. Coal, iron ore, 
scrap and steel are now traded freely within the Community, while 
for imports from the rest of the world the six countries apply a 
harmonized tariff. 

The Six continued to cooperate with the rest of Western Europe 
in their individual capacity as members of O.E.E.C. Under the 
auspices of this body, trade inside Western Europe was largely freed 
from import quotas. The process started in 1949; by the end of 
1956, about go per cent of the trade among O.E.E.C. countries had 
been liberated, in the technical sense that quantitative restrictions 
on imports had been removed, though of course import duties con- 
tinued to be levied. 

A stage had therefore been reached at which further progress 
towards free trade implied an attack on the hard core of residual 
import quotas and on import duties themselves. O.E.E.C. proved 
incapable of this further advance. 

The decisions of its Council are adopted by unanimity rule. 
Those members of O.E.E.C. that had lower tariffs, namely the 
Benelux and the Scandinavian countries, when asked to remove 
their remaining import quotas, claimed some corresponding reduc- 
tion of import duties on the part of the members having higher 
tariffs, among them Great Britain, France and Italy. 

But there was an obstacle to this deal. All O.E.E.C. countries, 
with the exception of Switzerland, are parties to G.A.T.T., the 
General Agreement on Tariffs and Trade. The Agreement allows 
two or more member countries to remove all tariffs among them- 
selves, but it prevents them from stopping short of that — more 
precisely, it prevents them from picking out certain duties for 
suppression, while others would be simply lowered or would be 
retained. In economic parlance, two or more countries may, under 
the Agreement, establish among themselves a full-fledged customs 
union, or a free trade area, but they may not set up a Preferential 
Area. 

While forbidding the formation of new preferential areas, the 
Agreement recognizes the legitimacy of preexisting arrangements, 
provided that the degree of preference is not increased. The Ottawa 
agreements among countries of the British Commonwealth are by 
far the most important instance of a preferential area. 
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Under G.A.T.T. rules, therefore, an attack on import duties 
inside O.E.E.C. implied a readiness of its member countries to go 
the whole length required to form a customs union or a free trade 
area. This readiness was not extant, and O.E.E.C. had to fall back 
on the pursuit of less ambitious courses. It followed up on the 
liberation of commodity trade with the removal of exchange restric- 
tions applying to other current transactions — such as payments 
for travel, freights, insurance, interest and so on. It encouraged the 
liberation of dollar imports, which has made great progress during 
the past year. It made a cautious approach to the liberation of 
capital movements, mainly in view of promoting direct productive 
investment, such as the setting up of factories abroad. 

This limitation of the objectives pursued by O.E.E.C. left to 
the Six the initiative of a real dash towards economic unity. Their 
foreign ministers met in Messina in June 1955, and decided that the 
time had come for a “ relaunching of Europe” and the establish- 
ment of a Common Market. A Committee, under the leadership 
of the Belgian foreign minister, M. Spaak, was required to translate 
this resolution into specific proposals for a Treaty. The Committee 
worked with great alacrity in Brussels. British representatives took 
part in the early stages of Committee work, then withdrew. By 
April 1956 the Spaak report was ready, and in March 1957 the Six 
signed in Rome two Treaties, establishing a European Community 
for Atomic Energy, or Euratom, and a European Economic Com- 
munity. 

So, proceeding twice by division and once by integration, we 
have got here this Little Europe of the Six — an area equal to 
barely one third of the total O.E.E.C. area and to about one eighth 
the area of Europe as historically defined. In terms of population, 
the Six account for about one third of the total population of Europe 
as historically defined. 

Under the Atomic Community Treaty, the Six countries are 
committed to pursuing a common nuclear development policy. They 
are going to coordinate investment decisions, and they have set up 
the machinery for joint financing of investment by the Community 
and joint ownership of certain nuclear plants. There is pooling of 
research activities, common safety regulations and agreed controls 
over the use of nuclear materials. A single agency is in charge of 
the supply of nuclear fuels and fissionable materials. And of course 
a common external tariff is adopted for such materials. However, 
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this last commitment, which is spelled out in the Atomic Community 
Treaty, is also implicit in the more general obligation to establish 
a unified import tariff for all goods, which derives from the second 
and more important Treaty — the one setting up a European 
Economic Community. 

Under this Treaty, the six countries are committed to establish- 
ing a Common Market over a transitional period of 12 years which 
will be completed at the end of 1969. In the trade relations between 
themselves, quantitative restrictions and import duties are to be 
removed in stages. 

The first ten per cent reduction in existing duties took place 
in January 1959 and the second, of equal amount, is due in July of 
the current year. Up to one year ago, when the economic rehabili- 
tation of France was started, some slipping in the agreed time-table 
of tariff reductions seemed fairly probable. To-day, the tendency is 
rather to advance the time-table; the Belgian government has been 
advocating such a speeding up and there is perhaps a feeling that by 
making the Common Market a fait accompli, the Six will gain a 
strategic advantage in negotiations. 

The Six, of their own free choice, extended to all G.A.T.T. 
countries the first tariff reduction, and there are indications that 
they will proceed likewise with the second. However, there is, for 
each import item, a floor to such reductions in favor of third coun- 
tries, namely the import duty fixed in the common external tariff 
of the Community, which will supersede the national tariffs at the 
end of the transitional period. (Incidentally, the customs territories 
of the Community are four rather than six, because the three 
Benelux countries already form an economic union with a single 
external tariff). 

The removal of import quotas in trade between the Six is also 
proceeding according to plan. The first quota relaxation took place 
at the beginning of the past year and the second on January rst 
of this year. By and large, the benefit of bigger import quotas has 
also been extended to third countries. The trend all over Western 
Europe to-day is towards the abandonment of quantitative restric- 
tions, except in the field of farm products. If this trend is maintained, 
quotas for non-agricultural goods will be scrapped by the Six in 
advance of Rome Treaty obligations in trade within the Community 
and will be equally removed in trade with third countries. Even 
France, which used to be considered as the laggard in the movement 
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toward freer trade, has declared through M. Pinay that she intends 
to remove import quotas within two years. 

In conclusion, during the first two years of implementation of 
the Rome Treaty, each country in the Community, in addition to 
opening up its market to the competition of the other member 
countries in accordance with Treaty obligations, has so far opened 
it voluntarily, and roughly to an equivalent extent, to competition 
from third countries. 

This generosity would appear to spring from two sources. First, 
the conduct of economic policy in the Six happens to be at present 
largely entrusted to men who believe in the virtues of competition. 
Second, recent balance of payments developments have been exceed- 
ingly favorable for all members of the group. In this respect, the 
tendency to overspend, which has characterized American foreign 
economic policy during the fifties, has been a powerful agent in 
promoting freer trade and the integration process in Europe. It 
has floated our economies on a tide of incoming gold and dollars, 
and made us readier to run the risks of import liberalisation. 

So far, so good. But there is another side to the Roman coin. 
The reduction of import duties in trade relations between the Six 
will be continued until the duties are brought down to nil in about 
ten years from now. For imports from the rest of the world, the 
common external tariff of the Community will then apply. As a 
general rule, the rates of the common tariff have been established 
by taking the unweighted arithmetic average of the rates applied 
at the beginning of 1957 in the four customs territories of the 
Community. The Benelux and the German tariffs are lower than 
those of France and Italy. Accordingly the rates of the Common 
Tariff are for many items higher than those applied at present by 
Benelux and Germany; so that the gradual harmonization of the 
Benelux and the German tariffs to the common external tariff 
will imply “pward adjustments of duties. Such harmonization will 
take place gradually during the transitional period, and imports into 
Germany and Benelux from the rest of the world will suffer from it. 
In some instances, this will also be the case for imports into Italy 
and France. 

The effect of the external tariff will obviously be to divert some 
trade from outside suppliers to suppliers inside the Community. For 
instance, German manufactures having free access to the markets 
of France, Italy and Benelux, will displace imports from such outside 
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sources as the United Kingdom and the United States. Similarly, 
Dutch or Italian agricultural exports to Germany will dislodge 
imports from Denmark or from primary producers overseas. 

In the case of the outside primary producers, the loss of trade 
will be made more serious by a stipulation in the Rome Treaty 
which has aroused acute controversy. Under the Treaty, the overseas 
territories having special connections with the Six (mainly French 
Africa and the Belgian Congo) enjoy a special status of association 
with the Community. They are entitled to free entry for their 
goods into the markets of the Six, while retaining the right to erect 
barriers against imports from the Six — the reasoning being that of 
protecting nascent industries in the colonies or former colonies. 
The importance of the competitive edge that free access to the 
markets of the Six secures for the associated territories overseas may 
be roughly gauged by the following instances of Common Market 
duties that will apply to tropical or subtropical products imported 
from outside countries: bananas 20°/, citrus fruit from 8 to 20%, 
coffee 16°, sugar 80%, cocoa 9%, tobacco 30%. 

We have here a case of one-way free trade, not amenable to 
the forms of association permissible under G.A.T.T. The consistency 
of this part of the Rome Treaty with the G.A.T.T. agreement was 
hotly debated in Geneva; but the Six were adamant in maintaining 
that the Rome Treaty had to be accepted or rejected in toto, as 
it stood. 

A number of countries in Africa are at present acquiring 
independence. In so far as they remain in the French or Belgian 
community, they will perhaps continue to enjoy the benefit of 
association to the Common Market, mainly free entry for their 
goods, without any countervailing obligations; also availability of 
finance through the 581 million dollar development fund envisioned 
in the Rome Treaty. The Common Market arrangements may 
therefore become an important element of cohesion for otherwise 
shaky empires. 

The outside world has already reacted, and will presumably 
continue to react in various ways to the potential diversion of trade 
caused by the Common Market arrangements. 

The convention of association of the overseas territories has a 
dutation of 5 years. It will presumably come again under attack 
in G.A.T.¥. when it becomes due for renewal. 
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The external tariff of the Six is negotiable and the Six have 
repeatedly asserted that they are outward looking and want to 
promote trade on a world basis. Action for a balanced reduction of 
tariffs by the United States, Great Britain and the Community will 
presumably develop in G.A.T.T. during the 1960-61 session. 

Another reaction has been a widespread movement to form 
economic and political unions in other parts of the world. Negotia- 
tions are proceeding, or suggestions are being put forward, in Latin 
America, Africa, South East Asia. 

In Europe, the outsiders will continue their efforts to form a 
wider association of which the Six would be one component, though 
an embarassingly big one. 

To explore this possibility, we must go back to 1956 and pick 
up another thread in the pattern of recent developments, namely, 
the story of the Free Trade Area negotiations. 

As I mentioned earlier, a harmonized tariff for imports into the 
Six already applies, under the Coal and Steel Community Treaty, 
in the case of coal and steel products, and a common tariff will apply 
to all other goods at the end of 1969. Under these conditions, a 
reasonable degree of administrative cooperation between the customs 
authorities will as a rule be sufficient to ensure that the goods are 
cleared through the customs of the country to which they are 
ultimately directed. 

In a free trade area, each country retains its own tariff, which 
is applied to imports from non-members. And here lies the snag. 
For exporters from non-member countries will have an inducement 
to enter the free trade area where the tariff fence is lowest, and to 
move on the goods to all parts of the area, except of course when the 
extra cost of the detour would be higher than the duty differential. 
To prevent commodity shunting, free trade areas use certificates of 
origin. Goods that originate within the area enjoy area status and 
move freely between member countries. Goods imported from 
non-member countries do not qualify for area status. They pay 
duty in the country of ultimate destination under that country’s 
individual tariff. Difficult problems arise in the case of products 
manufactured within the area using raw materials or semi-processed 
goods imported from third countries. The granting of area status 
in these cases is based on some such principle as the value added by 
processing within the area, or the nature of the manufacturing 


process which the goods have gone through. 
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I mentioned the work of the Spaak Committee in Brussels. 
The Report of this Committee showed that the Six possessed more 
drive and determination than had been expected in some quarters, 
and the possibility that they would conclude a Treaty was becoming 
a certainty. Faced with this outlook, the British moved in the 
O.E.E.C. council that a working party study the possibility of 
establishing a free trade area which would include the Customs 
Union of the Six as one element. 

Events moved fast during the first quarter of 1957. In January, 
the O.E.E.C. working party presented its report, which indicated 
the possibility of operating the Free Trade Area suggested by the 
British. In February, the British Government circulated a Memoran- 
dum to O.E.E.C. members setting out its views on the creation of 
an European Free Trade Area for industrial goods. The memoran- 
dum was also published as a White Paper. In March, the Six signed 
their own Treaties in Rome. 

The momentum which had kept the Six moving on to this 
successful conclusion was conspicuously lacking in the negotiations 
that followed, at the urge of the British, for a 17 country Free 
Trade Area. 

Several reasons account for this lack of enthusiasm. Trade and 
payments experts from the Six countries were exhausted by almost 
two years of work over the elaborate drafting of the Rome Treaty, 
with all its fine balancing of mutual concessions. Business in the 
six countries was starting with surprising readiness to adjust its 
plans to the Common Market to be. The association of 17 countries 
that was now being suggested would be not only much wider but 
much less definite than the Common Market; its impact would be 
more difficult to gauge, since each member country would retain 
its own tariff, and be allowed to change it. It was felt that, notwith- 
standing certificates of origin, this would provide loopholes for 
foreign goods to come into the area, and would distort the conditions 
of competition within it. 

Resistance was specially strong in France, where it embraced 
Government, business and academic circles. 

The negotiations dragged on for two years; they broke down 
in November 1958, after a final and dramatic clash between French 
and British representatives. The main development since then was 
the formation in November 1959 of a European Free Trade Asso- 
ciation (E.F.T.A.) among seven countries: Great Britain, Denmark, 
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Norway, Sweden, Switzerland, Portugal and Austria. The Associa- 
tion follows closely the lines of the Free Trade Area suggested by 
the British in their White Paper of February 1957. The members 
of the Association retain their individual tariffs, agricultural products 
are excluded from free trade, decisions are taken by unanimity rule 
except in complaint and escape clause procedures. The only govern- 
ing body of the Association is a Council, in sharp contrast to the 
panoply of institutions in the Community of the Six, which include 
an Assembly, a Commission, a Council of Ministers, an Economic 
and Social Council, an Investment Bank and a Development Fund. 

To sum up, out of 17 potential members of the abortive Free 
Trade Area, 13 are now organized in two trading blocs. Of the 
remaining four, Greece and Turkey have indicated a desire to be 
associated with the Six, probably with one eye to trade (mainly with 
Germany) and one to aid; Ireland and Iceland stand by. 

There seems to be a general consensus of opinion that the 
present setup is not the optimal one. The Six are to all appearances 
less unhappy with it than the non-Six; however, even within the 
Six, a few leaders, like Erhard and Mendés-France, have been 
advocating a wider association. 


A realistic discussion of what the future may hold in store for 
Western Europe cannot be made purely in terms of economic factors, 
and I do not feel competent to introduce the political variables. 

I shall therefore use a process similar to that of partial derivation 
in calculus, by assuming the political factors to be neutral and 
giving you a somewhat unrealistic discussion in terms of economic 
variables only. 

To explain the limitations of this approach with one instance, 
I shall not include in my list of possible developments a breaking- 
up of the Common Market of the Six, because I do not consider that 
there are strong economic forces at work making for such a result. 


Within this conceptual frame of reference, and looking forward 
to the next decade or so, I envisage four possibilities : 


(1) the maintenance within Western Europe of two trad- 
ing blocs; 


3 
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(2) the breaking up of the Free Trade Association, some 
members of which would join the Common Market of the Six; 


(3) an association of most or all Western European countries, 
in which the identity of the Free Trade Association would be lost; 


(4) an association as above, in which the identity of both the 
present trading blocs would be lost. 


In the discussion of these possibilities we shall have some use 
for the following chart which is meant to illustrate the geographical 
pattern of trade of the O.E.E.C. countries. A few of them did not 
fit into it owing to their peripheral position — they are Greece, 
Turkey, Portugal and Iceland; they are all, tradewise, of little 
importance. Spain has joined O.E.E.C. quite recently and has been 
ignored for it was never considered as a potential member of the 
Free Trade Area. 

The chart uses 1958 figures. The sectors shaded in blue give. 
for each country, the part of its total imports that are drawn from 
the Common Market of the Six, and the part of its total exports 
that are directed to the Common Market. It will be noticed that the 
blue colored sector is wider in the case of Germany and Germany’s 
smaller neighbors, counting as such Austria, Switzerland, the Benelux 
countries and the three Scandinavian countries. Both for France 
and for Italy, the relative importance of trade with the Common 
Market is smaller, and it is smallest in the case of Great Britain. 

The striped sector depicts trade with the rest of O.E.E.C., 
namely with the 11 O.E.E.C. countries that are not in the Common 
Market. The amplitude of the striped sector is greatest for Germany 
and for the Scandinavian countries. In the case of Germany, this 
reflects the importance of her trade connections with Scandinavia, 
Switzerland, Austria and the United Kingdom. In the case of the 
three Scandinavian countries, it reflects a high degree of trade 
integration within the Scandinavian area, and also the importance 
of their trade ties with the United Kingdom. But when we look at 
this relationship from the angle of the United Kingdom, we notice 
that her striped sector represents a small fraction of total British 
trade, and we find the same in the case of Switzerland and Austria. 

The sum of the blue sector with the striped sector shows the 
trade with O.E.E.C. countries, Six and non-Six, taken together, 
except that trade with associated territories overseas is shown se- 
parately, by the dotted sector. It will be noticed that the importance 
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TWELVE OEEC COUNTRIES: TOTAL AND PER CAPITA FOREIGN TRADE 1958 
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of intra-European trade as thus defined is greatest for Germany 
and for her smaller neighbors. France trades to a larger extent 
with the rest of the world; the trade ties with associated territories 
overseas are specially important. The relative importance of intra- 
European trade is even lower for the United Kingdom which directs 
almost 50 per cent of its trade to the Commonwealth. The inde- 
pendent members of the Commonwealth are of course included in 
the blank sector. 

In conclusion, the two countries which have come to be iden- 
tified as the champions of two alternative approaches to Western 
European integration, namely Great Britain and France, are trade- 
wise the least integrated into Europe. They do most of the arguing 
but it is Germany and its smaller neighbors that do most of the trade. 

We are now provided with a minimum of factual knowledge 
to bring to the discussion of alternative future developments. 


(1) I gave as a first possibility the persistence of the two trading 
blocs — the Six and the Seven. The probability of this happening 
is very small indeed. The Seven are a mixed bag of countries, 
which have been brought together by a need to bargain with the 
Six more than by anything else. Great Britain, with 60 per cent 
of the total population of the group, dwarfs the other six. There is 
no geographical continuity between them; on the contrary they 
occupy opposite corners in Western Europe. Apart from intra- 
Scandinavian trade and from trade between Scandinavia and Great 
Britain their mutual trade links are unimportant. Five of them, 
namely the three Scandinavian countries, Switzerland and Austria, 
gravitate towards the Common Market, and more especially towards 
Germany. 

The Free Trade Association is aimed at preventing this gravita- 
tional pull from finding expression in bilateral deals with the 
Common Market. This was not exclusively a British fear. The 
three neutrals (namely Sweden, Austria and Switzerland) may have 
felt that the United Kingdom, as a member of N.A.T.O., enjoyed 
a greater freedom to negotiate some pact of association with the 
Common Market than they did. 

As a result of the Free Trade Association, British exports will 
dislodge a few German exports from the Scandinavian markets, but 
possibly to no great extent, since Scandinavian tariffs are low. Swiss 
and Swedish exports of manufactures will acquire a somewhat larger 
share of the British market and a few British industries (such as 
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paper and watches) may suffer severely. In a wider association of 
countries, there would be for any country more cases of competition 
from low cost foreign producers, but the effects would be distributed 
over a wider geographical area and local suffering would be less 
severe. 

The Free Trade Association has shown its nature as a bargain- 
ing counter by indicating from the start a great readiness to negotiate 
a wider pact. For quota and tariff reductions, it has copied the 
time-table of the Rome Treaty. 

If the negotiation between the two groups does not make 
satisfactory progress, the urge to conclude bilateral pacts with the 
Common Market will probably become irresistible. 


(2) This takes us to the second possibility, namely the disrup- 
tion of the Free Trade Association and the expansion of the Common 
Market to embrace new members. Of the seven Free Trade Asso- 
ciation countries, Denmark looks like being the one for which the 
Common Market offers the greatest inducements to defection (though 
her close ties with the rest of Scandinavia may detain her). 

Denmark is a member of N.A.T.O. and may be readier than a 
neutral to join a Community formed by six N.A.T.O. countries and 
intended as a step on the way to Federation. As an exporter of farm 
products, Denmark has strong trade ties both with Great Britain 
and with Germany; however, by entering the Common Market 
she would fetch higher prices than on the British market. In 
Britain, protection of farming interests has been reconciled with low 
prices of food for the consumers through a system of Exchequer 
subsidies to the British farmers, the so called “ deficiency payments ”, 
while the prices that exporters of foodstuffs get on the British 
market are by and large world market prices. 

In contrast to the British system, protection of agriculture in 
Common Market countries is mainly based on tariffs and quotas. 
Official documents which have just been released provide striking 
evidence that the agricultural policy of the Community is moving 
in a strictly protectionist direction. The leading idea is to create a 
vast single market for agricultural goods, no less than for manufac- 
tures, and to insulate it from world market influences through a 
system of variable levies on imported farm products, superimposed 
upon the ordinary tariffs. The operation of such a system will 
presumably enhance price instability on the world market, while 
establishing inside the Community a farmers’ paradise. 
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Any country specializing in exports of foodstuffs would stand 
to gain by joining such an area. The higher prices for the products 
of Denmark’s farms would be paid largely by consumers in the rest 
of the Community; her terms of trade would improve; and this 
gain would more than offset the disadvantages of a shift in income 
distribution toward the land-owners and of higher costs in industrial 
activities. It will be interesting to watch the development of this 
chain of reactions in the case of the Netherlands, a low cost agricul- 
tural producer that is already inside the Common Market. 

Switzerland and Austria trade but little with the remaining 
members of the Free Trade Association. In no material economic 
sense do they belong to the group of which for the time being they 
are part. They will tend to drop out and cultivate their natural 
relationships, as far as their neutrality policy will permit. 

If this drift of the smaller countries towards the Common 
Market actually develops, the balance of power inside the Com- 
munity will be substantially altered in favour of the German 
element, and the French may have reasons for some rethinking. 

More generally, it may be observed that in an association em- 
bracing Western Europe as a whole a balance of power would be 
maintained with less difficulty. There would be more possibility 
for the will of a real majority or plurality of countries to emerge 
and to become generally accepted, in process of time, as the law 
of the group. Directional effects of policy actions would be less 
sharp, and accordingly less apt to antagonize individual members 


of the group. 


(3) A Western European association including Great Britain, in 
which the present Free Trade Association would be dissolved, is 
number three in my list of alternative possibilities and number one 
in my assessment of probabilities. Such an association would pre- 
sumably follow the lines of the old Free Trade Area suggestions. 

British insistence on such a kind of arrangement is fully 
explainable in economic terms, which have been overtly stated, and 
it is, in my opinion, quite unwarranted to ascribe to Britain ulterior 
motives, such as that of holding back progress towards European 
unity. 

Under the Ottawa agreements of 1932, the United Kingdom 
grants duty free entrance to most Commonwealth goods. Com- 
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monwealth countries, on their side, apply preferential duties to 
imports from the United Kingdom. Over 80 per cent of British 
exports to Canada, Australia, New Zealand and Rhodesia are 
accorded preference; for other Commonwealth countries, the per- 
centage is lower. Altogether, one half of British exports to the 
Commonwealth is covered by preference. And the main stream of 
British exports flows to the Commonwealth. Many factors, of 
course, contribute with preferences to bring about this result — the 
existence of a sterling area, the flow of capital from London, and, 
more generally, the staying power of historical connections. 

However, the extent of the preferential margins granted to 
British exports has been steadily falling since 1937, and the share 
of the Commonwealth in British trade has also been declining, so 
that the importance of the system of Imperial Preference is substan- 
tially smaller than during the thirties. Preferential margins have 
been reduced by Australia, Canada and other Commonwealth coun- 
tries under bilateral agreements and through G.A.T.T. negotiations. 
The value of specific, as opposed to ad valorem, margins of prefe- 
rence has been cut by the general price increase. In an effort to 
industrialize, Commonwealth countries have applied import quotas 
that do not discriminate in favor of the United Kingdom, or raised 
duties against imports of manufactures to such an extent that British 
firms have often preferred to build factories behind the rising 
tariff walls. 

While this happened to Commonwealth trade Continental 
Western Europe expanded at a faster rate than the sterling area and 
freed trade, gaining much ground over the Commonwealth as an 
outlet for British exports. 

Policy decisions must take into account both present realities 
and prospective developments. In terms of present realities, the 
Commonwealth is more important for Britain than Continental 
Western Europe; in terms of prospective trade developments, the 
order of importance is reversed. It makes economic sense for 
Britain to preserve the trade ties with the Commonwealth while 
trying to establish closer ones with her ever more affluent European 
neighbors. 

(4) Having this in mind, I attach a very low degree of probability 
to my fourth and last hypothetical development, namely the forma- 
tion of a wider European association in which the Common Market 
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of the Six would lose its identity. I cannot easily imagine the Six 
foregoing their Common Tariff or Great Britain adopting it vis-a-vis 
the Commonwealth. 

Negotiations will therefore move again, in my view, towards 
some Free Trade Area encompassing Western Europe as a whole. 
There will possibly be a change in the name, which is out of favor, 
matched with some change of substance: stronger institutions, 
greater harmonization of domestic policies and of external tariffs. 
In the meantime, British industrialists are left in the unenviable 
position of not knowing for how large a market to plan. 

Measured in purely economic terms, the cost of Western Eu- 
rope’s present trade discord is moderate. The two groups have not 
yet coalesced. Intra-European trade flows more freely than at any 
time since 1913. Currencies are reasonably stable in terms of prices; 
they are stable in terms of each other and convertible into each other. 
A European currency would make little difference. Foreign immi- 
grants are generally welcome owing to labor scarcity. A feeling of 
stability promotes investment abroad. Persons move across borders 
for business and pleasure in ever increasing numbers. We should not, 
therefore, expect great gains in productivity, and a marked accele- 
ration of economic expansion, as a result of further integration. The 
gain to be reaped by establishing permanent economic bonds is 
rather to be seen in the avoidance of beggar-my-neighbor policies 
at times of economic difficulties, which the future may hold in store. 

However, the Seven have good reasons to long for the building 
of a bridge. The Common Market countries are proceeding faster 
than was expected in welding their economies. The further they 
go, the more will negotiations with them become a matter of taking 
or leaving. Even with a good disposition on both sides to find a 
settlement, problems will grow bigger with time. I am thinking 
especially of the difficulty of merging the high price market for 
farm products which the Six are organizing with the British low 
price system. 

And the good disposition has not always been there in the past. 
To give just one instance, during the Free Trade Area negotiations 
a Common Market authority came forward with the extraordinary 
suggestion of collecting on imports from Britain a special levy, calcu- 
lated to offset the competitive advantage of cheap foodstuffs for the 
workers of British industry. 
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Europe may thrive in its present position, but if it does not 
move on quickly the path to unity may be lost. Some Europeans, 
on the side which for the time being is stronger, may even take 
an evil pleasure in the predicament of other Europeans. After all, 
we have been steeped in enmity for centuries. 

A more generous disposition of mind will be required if future 
negotiations are not to get stuck again in the sort of quibbling that 
wrecked the first attempt at a Free Trade Area. 


Paoto Barri 











Theories of Economic Growth and Stagnation, 
with Particular Reference to China, 1840-1940 © 


1. Introduction: Problems in Applying Economic Theory to China 


The object of this paper is to make a brief survey of certain 
significant contributions to the theory of economic growth and stag- 
nation that may aid the study of a century of apparent stagnation 
in China. 

This broad objective leaves much latitude within which the 
subject might be treated. Two alternative approaches suggest them- 
selves. In the first case, emphasis might be laid on new theories in 
order to direct historical research to hitherto neglected horizons. For, 
from the point of view of researchability, history can be restudied 
whenever a new theory is developed. This argument applies part- 
icularly to a field that is already well developed, but in the case 
under consideration it loses much of its force: the study of the 
Chinese economy calls more urgently for rudimentary building blocks 
than for elaborate superstructures. 

An alternative emphasis might therefore be laid on those theories 
that are judged especially relevant to the Chinese case. The question 
here is whether such theories have as yet been created by economists 
and whether we know enough about the facts of the Chinese case 
to link them with particular theories. 

The contention of this paper is that the nature of theoretical 
development in economics, as well as the state of the historical data, 


* An early draft of the paper was originally presented at a Conference on the Chinese 
Economy sponsored by Harvard University in 1956. I am indebted to Professor John K. Fair- 
bank for suggesting numerous improvements. Helpful comments from my colleagues at the 
United Nations Secretariat and participants of the conference, especially Professors Simon 
Kuznets and Alexander Gershenkron, are also gratefully acknowledged. The paper does not 
necessarily reflect their views. 
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require us to compromise between these two alternatives: this com- 
promise may probably also best serve the ultimate objective of aiding 
the development of new theories of growth in general and a theory 
of Chinese stagnation in particular. 

While the classicists (1) were very much occupied with the 
question of growth and stagnation, most of them were mainly 
concerned with the long-run tendency toward a stationary state (2). 
In other words, their central theme, with a few exceptions, was 
not how a country gets to be developed but what happens when a 
country continues to develop. It is true that considerable stress was 
laid on what are now called the political, social or institutional pre- 
conditions of development (3): but, following the triumph of the 


(1) The term classicists is here defined to include Smith-Ricardo-Malthus-Mill. Other 
writers have defined the term to include all pre-Keynesian economists, or to include A, Mars- 
hall and his followers, or to include economists from Malthus to J. S. Mill, etc. 

(2) See Apam Smitn's, An Inquiry into the Nature and Causes of the Wealth of Nations, 
Modern Library edition (New York, 1937); Chapter XXI of Davip Ricarpo’s, On the Principle 
of Political Economy and Taxation (New York, 1911); Book II of T. R. Mattnus’s, Principles 
of Political Economy Considered with a View to Their Practical Application, Augustus Kelly 
(New York, 1951); and Book IV of J.S. Mitt’s, Principles of Political Economy, Ashley Edition, 
(London, 1909). For summaries and interpretations of the classical school, see Wittiam J. Bav- 
MOL, Economic Dynamics (New York, 1951), pp. 11-19; ApotpH Lowe, “The Classical Theory 
of Economic Growth”, Social Research (Summer 1954), pp. 127-158; Erskrve McKintey, “ The 
Problem of * Underdevelopment’ in the English Classical School”, Quarterly Journal of 
Economics (May 1955), pp. 235-252; T. Haavetmo, A Study in the Theory of Economic 
Evolution (Amsterdam, 1954), pp. 6-14. It is hardly necessary to note that there are divergent 
viewpoints among the classicists, as is illustrated in numerous exchanges between Ricardo and 
Malthus. Smith's theory of economic development stands out in that it postulates cumulative 
growth and thus does not share the pessimism which earned economics the title of “ the 
dismal science ”. (See, however, foot-note 5 below). “ A simple-minded modern reader of the 
Wealth of Nations... might indeed be tempted to describe the work somewhat in terms of 
its title as a treatise on the economic development of backward areas or on how poor coun- 
tries get rich ” — James Baster, “ Recent Literature on the Economic Development of Back- 
ward Areas”, Quarterly Journal of Economics (November 1954), p. 586. J. S. Mill’s stationary 
state differs from the pure case in which everything merely reproduces itself, and allows some 
technological progress and capital accumulation; only population is required to be stationary. 

(3) “ Among the primary and most important causes which influence the wealth of 
nations, must unquestionably be placed, those which come under the head of politics and 
morals. Security of property, without a certain degree of which, there can be no encoura- 
gement to individual industry, depends mainly upon the political constitution of a country, 
the excellence of its laws and the manner in which they are administered. And those habits 
which are the most favorable to regular exertions as well as to general rectitude of character, 
and are consequently most favorable to the production and maintenance of wealth, depend 
chiefly upon the same causes, combined with moral and religious instruction. It is not, how- 
ever, my intention at present to enter fully into these causes, important and effective as they 
are; but to confine myself chiefly to the more immediate and proximate causes of increasing 
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classical school, these pre-conditions became accepted as axiomatic 
and scarcely any elaboration seemed necessary. 

The neo-classicists, with their preoccupation with micro- and 
short-run analysis, almost completely by-passed the question of eco- 
nomic growth (4). In a way, this was a reaction against some of 
the rather obvious difficulties raised by the sweeping long-run gene- 
ralizations — in particular, by the Malthusian population theory, 
which looked odd in the light of subsequent events in Europe. In 
terms of their contributions to the analysis of growth problems, one 
would certainly have to pay more attention to the classicists than 
to the neo-classicists. 


The Keynesian revolution, despite its proposed break from the 
neo-classic trend (“ classic” in Keynesian terminology), continued 
to place the short run in the center of the stage with the famous 
motto, “in the long run we are all dead”. The framework is 
essentially static, although one of the advantages of the macroeco- 
nomic tools in the Keynesian system is their adaptability to a 
dynamic context which is required for the study of growth pro- 
blems. However, most of the refined Keynesian growth models 
frankly deal with the workings of a developed economy and, perhaps 
unwittingly, retain the essential features of the Keynes-Hansen 
stagnation thesis (postulating a prolonged low rate of economic 
activity arising from exhaustion of investment opportunities) (5). 


wealth, whether they may have their origin in these political and moral sources or in any 
others more specifically and directly within the province of political economy ” — T. R. Mat- 
tHus, Principles of Political Economy, pp. 309-310. 

(4) The Neo-classical school is not well defined. Its betterknown representatives include 
Jevons and Menger, the Cambridge school, Marshall and Pigou, and J. B. Clark and Taussig 
in the United States. Marshall was definitely interested in the theory of economic develop- 
ment but he never got round to it systematically. See A.J. Youncson, “ Marshall on 
Economic Growth”, Scottish Journal of Political Economy (February 1956). In fairness to 
economists like Wicksell, Spiethoff, Schumpeter, Cassel and Robertson, it should be pointed 
out that they had emphasized, before the recent resurgence in growth economics, that business 
cycle fluctuations were essentially a concomitant of progress. 

(5) See J. M. Keynes, The General Theory of Employment, Interest and Money (New 
York, 1936), pp. 306-309; A. H. Hansen, Full Recovery or Stagnation (New York, 1938); 
idem, “ Economic Progress and Declining Population Growth”, American Economic Review 
(March 1939), pp. 1-15; idem, “ Extensive Expansion and Population Growth”, Journal of 
Political Economy (April 1940), pp. 583-585. 

The stagnation thesis attributes “ sick recoveries which die in their infancy and depres- 
sions which feed on themselves and leave a hard and seemingly immovable core of unem- 
ployment” to a drying up of investment opportunities, which in turn is ascribed to the 
approaching cessation of population growth, the disappearance of new territory for settlement 
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The central focus of these models is thus upon that rate of growth 
which would be consistent with the full utilization of capacity or 
full employment (6). 

It is only in the postwar era that sophisticated economic analysis 
has been seriously applied to less developed countries where the 
primary concern is to hasten the process of development (7). Like 
the borrowing in less developed areas of machine technology which 
had evolved chiefly on Western soil to suit Western requirements, 
the application of the existing body of economic teachings to less 
developed countries has also met with difficulties of transplantation. 
The attitude toward saving in a developing country, for example, 
has run a full circle: from an act of virtue according to the tradi- 
tional theory, to a regrettable propensity as suggested by the “ new 
economics”, and back to a virtue as required by developmental 
needs. 

It should not be expected that the new economics of under- 
development can be readily applied to the Chinese historical situa- 
tion. In the first place, the problem with which current development 


and exploitation and the inadequacy of the rate of technological progress. (Hansen, “ Economic 
Progress ”, pp. 4-11). 

It may be noted that the stagnation thesis, while pessimistic when the rate of population 
growth declines, is optimistic when the rate increases. The thesis, in other words, shares the 
optimism of Smith but rejects the pessimism of Malthus and Ricardo with respect to popul- 
ation increase. It may also be noted that many modern economists have emphasized the 
immense difficulties in getting the growth process started; they are pessimistic concerning the 
less developed countries but are usually optimistic as to the ability of more developed countries 
to continue their growth almost automatically. It is thus quite dangerous to classify econ- 
omists as pessimists or optimists without qualification. 

(6) See R. F. Harrop, “ An Essay in Dynamic Theory ”, Economic Journal (March 1939), 
Pp. 14-33; idem, Towards a Dynamic Economics (London, 1948); Evsty D. Domar, “ Capital 
Expansion, Rate of Growth and Employment”, Econometrica (1946), pp. 137-147; idem, 
“Expansion and Employment”, American Economic Review (March 1947), pp. 34-55; 1dem, 
“The Problem of Capital Accumulation”, American Economic Review (December 1948); 
PP- 777-794; idem, “ Economic Growth: An Econometric Approach ”, Papers and Proceedings 
of the Sixty-fourth Annual Meeting of the American Economic Association, American Econ- 
omic Review (May 1952), pp. 479-495; Wituiam Feiner, “ The Capital Output Ratio in 
Dynamic Economics”, in Money, Trade and Economic Growth, in Honor of John H. Wil- 
liams (New York, 1951), pp. 105-134. For an up-to-date account of neo-Keynesian dynamics, 
including references, see D. Hamperc, Economic Growth and Instability (New York, 1956). 

(7) See the various reports and studies by the United Nations; articles in the journal 
Economic Development and Cultural Change; Bert F. Hostuitz, ed., The Progress of Under- 
developed Areas (Chicago, 1952); Conference papers on economic growth published by the 
National Bureau of Economic Research, by the Committee on Economic Growth of the Social 
Science Research Council, and by the International Congress for the Study of the Problem of 
Underdeveloped Areas (Milan, October 1954). 
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literature is mainly concerned is how to institute a development 
program; whereas our problem is why development did not take 
place or was not sustained. The two problems are obviously related 
but the answers may be entirely different. To illustrate, in studying 
the former problem (how to inaugurate development) it may be 
safe to assume that there is no deficiency in demand, since the rapid 
development which is postulated implies in itself a heavy demand 
on all available resources. In studying the case of China in the last 
hundred years, on the other hand, it is not legitimate to assume 
adequate demand except when such an assumption is explicitly sub- 
stantiated by history. Further, it may be found that the family 
system for example, was the root of the obstacles to Chinese economic 
development, yet a realistic program of development would have 
found it more manageable and efficient to attack the problem from 
another angle than the family system. 

The conditions in less developed countries are, moreover, far 
from similar. In general there is more similarity of conditions among 
developed than among less developed countries. The possibilities 
and problems of growth in the latter obviously vary according to 
many factors, such as whether the country is characterized by empty 
spaces or by population pressure, by richness in newly discovered 
natural resources or by intensive exploitation of known resources, by 
small or large size, by a local culture or a civilizational heritage. 

It is not the intention of this paper to suggest the main contours 
of a century of Chinese economic history. The peculiarities of the 
Chinese case should put us on our guard against any ready general- 
ization. The very contention that the Chinese economy stagnated 
during the period must be left open to question or at least be under- 
stood in a special sense. The basic facts, including the magnitudes 
of and changes in population and output, are yet to be established. 
Only then can we make a rigorous analysis of the nature and extent 
of economic growth or decline, or of the failure to achieve the type 
of industrial growth pioneered by western Europe a century earlier. 

Furthermore, if the term stagnation suggests a sort of stationary 
state, the latter may be an illusion created by a mere trick of averag- 
ing. Certainly, there is no lack of evidence of feverish activity in 
China in certain periods, regions and sectors; a more fruitful ques- 
tion to ask may therefore be why China’s development was sup- 
pressed, frustrated, interrupted or blocked, and why development in 
some regions and sectors failed to spread to other regions and sectors. 
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The obstacles to growth at a given time and locality and in a given 
economic branch may have been quite different from the obstacles 
in other circumstances (8). Indeed, the use of a national average 
requires one to presuppose at least a certain degree of homogeneity 
and cohesion and it may therefore be not particularly revealing in 
a “ dual”, or perhaps we should say more correctly, a “ disjointed ”, 
economy (9). 

The above considerations imply that we are not likely to find 
a particular ready-made theory of economic growth or stagnation 
applicable to the Chinese case. A variety of contributions, ranging 
from pure theoretical models to comparative studies and historical 
generalizations, however, may be used together and may be sug- 
gestive of hypotheses and viewpoints without which disconnected 
historical details would appear confusing and meaningless. The con- 
tributions to be discussed in the following may appear to be more 
divergent and controversial than they really are, for most of them 
aim at some kind of synthesis which will bring a variety of factors 
into focus around some central theme. The various themes to be 
discussed below are therefore not necessarily mutually exclusive; 
sometimes they represent different pictures of the same object and 
sometimes they complement each other to form a more complete 
picture. 


2. The Stationary State and Underemployment Equilibrium 


China has become almost legendary as an archetype of the 
stationary state (10). It is doubtful whether the situation prior to the 


(8) The initial naiveté and ostrich-like attitude of Chinese leaders gave way to the 
doctrine of “ Western technology and Chinese culture”, which was in turn challenged by 
“complete Westernization”, as the old regime disintegrated. The zeitgeist in the coastal 
cities, which had long been under the influence of Westerners, and that in the interior 
dominated by old-fashioned warlords, differed by centuries. Foreign activities like banking 
may have been a stimulant to modernization of Chinese banking, whereas foreign trade may 
have been an obstacle to indigenous development in that field. 

(9) The term dual economy usually refers to the co-existence of a traditional agricultural 
sector and a Westernized sector in large cities. A disjointed economy may be understood to 
refer more generally to two or more sectors or regions where integration and articulate 
communication are largely lacking. The degree of economic integration in a disjointed econ- 
omy like that of China in the last hundred years was apparently much lower than that 
within the family of nations in Western Europe in the same period. 

(10) Apam Smirn [Wealth of Nations, Modern Library Ed., p. 72], McCuttocn [Prin- 
ciples of Political Economy, Edinburgh, 1825, p. 105], J.S. Mux [Principles of Political 
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Opium War in the 1840’s warrants such an unqualified character- 
ization. The paucity of technological improvements and the appa- 
rently low level of living need not have precluded important innova- 
tions in the introduction of new crops, the growth of population or 
the accumulation of capital, all of which are inconsistent with the 
postulate of a stationary state. In any case, the postulate of such a 
dull — or according to some writers, idyllic — situation in China 
hardly comports with events subsequent to the Opium War. 

The era after the breakdown of the traditional Chinese “ iron 
curtain ” was one of strong cross-currents with all kinds of turmoil 
and confusion. The major wars and invasions, the hundreds of 
large and small uprisings, the processes of revolution and counter- 
revolution, reform and reaction, demolition and reconstruction, 
decay and revival — which succeeded one another and even existed 
side by side — could hardly fail to exert a profound influence on 
the course, magnitude and structure of economic variables. Foreign 
entrepreneurial activities, safeguarded by a network of extraterrito- 
riality, tariff concessions and gunboats, brought in new commodities, 
ideas and technologies and could hardly produce less than erosion, 
disintegration and breakdown of the old order. 

That the theory of a stationary state does not fit the facts in 
China becomes abundantly clear when the theoretical postulate of 
full employment implicit in such a state of perfect balance is con- 
trasted with the masses of the unemployed found in the urban areas 
there. The problem of unemployment is not purely a cyclical one 
which rights itself in an upswing. It is to his lasting credit that 
Keynes demonstrated that the existence of unemployment can be 
a long-term and even chronic condition, i.e. one that may be cha- 
racterized as an “ unemployment equilibrium ” (11). Whether such 
an equilibrium is stable or unstable need not be discussed here. It 
is sufficient to show that, if it is not stable, there is at least no 


Economy, Ashley Ed., 1848, 1, p. 178], all referred to this feature of the Chinese economy. 
But although they agreed on its stationariness, Smith attributed the absence of net investment 
to monopoly and government interference; McCulloch to high risk; and Mill, to the over- 
valuing of present as against future pleasures — Erskine McKinuty, “The Problem of 
* Underdevelopment’”, p. 236. 

(11) Although the Keynesian equilibrium with involuntary unemployment is usually 
referred to as “underemployment equilibrium”, here the term is reserved for the non- 
Keynesian type of underemployment or disguised unemployment typical of densely populated, 
less developed countries, as distinguished from the Keynesian type. 
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automatic or built-in tendency toward the attainment of full em- 
ployment. 

The phenomenon of unemployment equilibrium — if it is in 
fact an equilibrium — in a less developed economy may, however, 
be quite non-Keynesian in its causes. In the Keynesian system the 
chief cause is the deficiency in demand. So long as a state of full 
employment has not been reached, the level of employment is 
directly related to that of income (or output) and is therefore subject 
to manipulation by raising the level of income through higher con- 
sumption or investment. 

It cannot be categorically stated that the Keynesian type of 
unemployment is necessarily absent in less developed areas, particu- 
larly in the short run. The point is that other causes may be over- 
whelmingly more important. In the first place, there is the displace- 
ment effect as described by Ricardo and Marx, i.e., displacement 
of labor by machines or other forms of capital. In a country where 
domestic development is as yet negligible, this effect is probably 
related less to the introduction of machine technology than to imports 
of consumer goods hitherto supplied by local handicrafts. In the 
second place, the opening up of ports and the mushrooming of com- 
mercial and productive activities in a few islands or oases of activity 
dotted across the country, especially along communication lines, 
may have attracted an inflow of rural population who cannot, how- 
ever, all find employment even though they retain the expectation 
of doing so. In other words, disguised unemployment in the rural 
areas may be transformed into visible unemployment in the urban 
areas. Further, there is a possible natural increase of population, 
which may be accelerated by the process of “ differential diffusion ” 
of new influences; that is to say, there is a tendency for the death 
rate to decline before the birth rate follows suit, owing to the com- 
parative responsiveness of the death rate to a slight degree of modern- 
ization (such as the introduction of some rudimentary public health 
measures), while there is no comparable responsiveness on the part 
of the birth rate. 

Where the pressure of population on natural resources and 
capital in a less developed economy is severe, the reserve army of 
the obviously unemployed is, however, dwarfed by the ranks of 
persons suffering underemployment or disguised unemployment. In 
an economy which is predominantly agricultural such underemploy- 
ment is found mostly in subsistence farming. A most convincing 
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demonstration of the existence of underemployment is that the yield 
per acre is not adversely affected by a decrease in the number of 
men at work on a given farm, providing there is no change in 
technology or other inputs. In other words, the productivity of 
marginal labor must be zero or even negative. It is possible that 
everybody may be working below capacity. It is also conceivable 
that everybody may be actually working very hard, e.g. in frag- 
mented fields, but total product could still be increased with larger 
farm units and fewer men. This means that under certain kinds 
of agricultural conditions, institutional or organizational transform- 
ations may convert disguised into open unemployment. Furthermore 
there may be little underemployment at the seasonal peak; but 
institutional changes in some particular situations might reduce the 
degree of seasonal fluctuations in labor requirements and release 
some surplus labor as a result. (Clearly, where this is not possible, 
the same level of production cannot be maintained with less labor). 
Similarly disguised unemployment is common in the ancillary ser- 
vices, as among large hordes of retainers and retailers (12). 

Such underemployment obviously existed in China. It would 
appear that on the whole the supply of labor cannot have been a 
bottleneck to economic development (13). There was no need to 
provide the necessary incentives to seek employment by such means 
as the creation of landless workers through an enclosure movement 
such as occurred in England (14), or the development of needs for 
cash by levying head taxes, or the alteration of the scale of preference 
between work and leisure. The difficulty of acclimatizing rural 
hands to the discipline of urban life was moreover made less by the 
existence of the reserve army of unemployed who were already in 
the urban areas. The high frequency of labor turnover often reported 
in China was probably due less to an absolute shortage of labor than 
to the ways in which it was recruited, the lack of communication 
between management and labor and the special alignments of 


(12) A. Lewis, “ Economic Development with Unlimited Supplies of Labor”, Man- 
chester School (May 1954), pp. 139-191. 

(13) This observation, of course, refers to labor in general. As to particular kinds of 
labor, there is always a shortage in a less developed economy. However, such shortage can 
be said to constitute a bottleneck to long-run development only to the extent to which the 
transformation of unskilled into skilled is made difficult for reasons mentioned below. 

(14) W. E. Moors, Utilization of Human Resources through Industrialization (Milbank 
Memorial Fund, 1950). 
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workers in relationships such as those between teacher and apprentice 
or within neighborhoods and clans. For the same reason, the trans- 
formation of unskilled into skilled workers may sometimes have 
been a lengthy process — particularly if the skills were regarded 
as trade secrets. The immigration of foreign skilled workers who 
played an important role in the propagation of technology in Europe 
and America was moreover extremely limited in China. The ethnic 
and cultural obstacles to migration were not overcome by planned 
importation of foreign labor and diligent learning of the required 
skills overseas as was the case in Japan. 

The alleged paradox that unemployment of labor may be caused 
by a too slow rate of increase in population and labor force seems 
difficult to apply to an economy like that of China with its large 
surplus population. This paradox can arise in two different ways. 
According to one explanation, the paradox arises when the rate of 
growth of output is impeded by a shortage of labor when, for 
example, full employment is reached (15). The slowing down of 
the rate of growth or the inability to maintain a certain growth rate 
is, under certain assumptions, in itself sufficient to cause a downturn 
in output and employment. This variant of the theory requires no 
close examination in a case like that of China, where any conceiv- 
able rate of growth could hardly have reached the point where labor 
would become a bottleneck. According to another explanation of 
the paradox — namely the stagnation thesis — a declining rate of 
population growth lowers effective demand. In this view, invest- 
ment demand is a function of the rate of increase in population 
rather than of the level of population, just as in the case of the 
acceleration principle it is a function of the rate of increase in income 
rather than of the level of income (16). It is difficult to ascertain 


(15) J. R. Hicks, A Contribution to the Theory of the Trade Cycle, 1950, Chapters VII, 
VIII and X. 

(16) For those who are familiar with the Harrodian model, the paradox may be said to 
occur when the warranted (full capacity) rate of growth exceeds the natural (full employment) 
rate of growth. In other words, the rate of growth of income which will absorb all labor 
seeking employment may not be sufficient to absorb all the supply of saving (which may 
be used to increase capacity), and when an attempt is made to invest all the saving there will 
be an over-abundance of capital, relative to available labor, so that capital will be idle and 
investment will decline. It is, however, somewhat misleading to emphasize labor shortage in 
the Harrodian case since the root of the trouble is not insufficient labor supply but a high 
propensity to save and insufficient investment opportunities. If labor force were more abun- 
dant, the situation would not necessarily be improved. I have, therefore, refrained from 
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the actual rate of increase of population in China. Assuming that 
the rate of increase of population actually declined, any conceivable 
depressive force arising therefrom might be offset by investment 
demand arising from innovation. As to a possible ceiling to growth, 
scarcity of capital rather than scarcity of labor is likely to be more 
limiting in a case like that of China (17). More fundamentally it 
should be remembered that an increase in population does not neces- 
sarily mean an increase in effective demand. Even the links between 
population growth and demand for housing and schools, which are 
most obvious in developed countries, may be insignificant in a coun- 
try with a joint family system and without compulsory schooling. 

The superabundance of labor is, on the other hand, viewed by 
some as a drag on economic development. In the first place, owing 
to the relative cheapness of labor, the modern technology which has 
originated in labor-scarce countries is not readily adaptable. In the 
second place, even if it is economical to adopt the new technology, 
the fear of technological unemployment may create resistance to 
its adoption on ethical and social grounds. In a country such as 
China these factors are probably more likely to operate in the agri- 
cultural sector than in the industrial sectors. In the agricultural 
sector, especially in subsistence farming, the opportunity cost — the 
cost of alternatives foregone — of labor is practically nil since alter- 


identifying the Harrodian case with the paradox. I have also refrained from characterizing 
the less developed countries as a case where the full employment rate of growth exceeds the 
full capacity rate of growth. It is obviously true that no conceivable rate of growth in a 
country such as China could absorb all the underemployment. On the other hand, such a 
less developed country by no means enjoys “ secular exhilaration” — in the sense that the 
Harrodian case is reversed — where entrepreneurs are willing to invest more than the 
prevailing supply of saving. Roughly, a less developed economy may be said to suffer from 
an under-saving under-investment stagnation as contrasted with an over-saving under-invest- 
ment stagnation in a developed mature economy. The case of “ secular exhilaration ” — under- 
saving over-investment — probably obtains with deliberate and rapid industrialization largely 
under government auspices. Cf. R. F. Harrop, Towards a Dynamic Economics, p. 88; Joan 
Rosinson, “ Mr. Harrod’s Dynamics ”, Economic Journal (March 1949), pp. 81-82; R. E1sner, 
“ Under-employment Equilibrium Rates of Growth”, American Economic Review (March 
1952), pp. 43-58; D. Hamserc, “ Full Capacity vs. Full Employment Growth”, Quarterly 
Journal of Economics (August 1952), pp. 444-449; ibid. (November 1954), pp. 64-68; Harotp 
Pirvin, “Full Capacity vs. Full Employment Growth”, Quarterly Journal of Economics 
(November 1953), pp. 545-552; R.F. Harrop, “Comment”, idid., pp. 553-559; Evsey 
D. Domar, “ Full Capacity vs. Full Employment Growth, Comment”, ibid., pp. 559-563. 

(17) See next section; also Henry J. Bruton, “Growth Models and Under-developed 
Economics ”, Journal of Political Economy (August 1955), pp. 322-336; ALFREDO NAVARRETE Jr., 
and Iricenia M. De Navarrete, “ Underemployment in Underdeveloped Economies”, Inter- 
national Economic Papers, No. 3, 1953, PP. 235-239- 
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native employment is lacking. Consequently any factor of production 
that may be used to substitute for labor tends to be costly. In the 
industrial sectors, the superiority of modern technology, such as that 
of machine looms over hand looms or of steamships over junks, is 
so great that the cost-reducing effect of such technology should in 
many cases more than offset the factor-proportion effect (i.e., in this 
case the incentive to use proportionally more labor and less machinery 
owing to the relative cheapness of labor). Moreover, in these indus- 
trial sectors the labor-displacement effect of machine technology, if 
any, is indirect, in the sense that the setting up of, say, a machine 
loom factory need not entail a physical scrapping of the hand looms 
or a displacement of the workers, because the obsolescence of the 
hand looms may be brought about by impersonal market forces. 
On the other hand, in the agricultural sector the labor-displacement 
effect would tend to be direct since the introduction of machinery 
would upset the entire pre-existing structure of production and could 
conceivably drive millions of tillers off the farms. 

In essence then, to the extent that the Chinese economy can 
be considered to have stagnated, the character and conditions diverge 
significantly from the stationary state postulated by traditional eco- 
nomics or the stagnation or unemployment equilibrium conceived 
by Keynes and Hansen. Furthermore, the type of unemployment 
encountered in these areas is generally more of the disguised than 
the open variety — rooted in capital scarcity rather than in deficien- 
cies in effective demand. 


3. Capital Scarcity 


If labor is relatively abundant in a less developed economy 
like that of traditional China, it follows that natural resources and 
capital are relatively scarce. The effect of the relative dearness of 
natural resources and capital on the character of factor proportions 
in the economy and on the readiness to adopt modern technology 
has already been alluded to in connection with the relative cheap- 
ness of labor. 

The niggardliness of nature is partly a function of the state of 
technology. Rich oil beds, bauxite and uranium ores were worthless 
before men learned how to utilize them. The situation in many 
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old civilizations may therefore be one of underdevelopment, in the 
sense that the natural resources are insufficiently explored, poorly 
utilized, or entirely unexploited if measured by the economic pos- 
sibilities of modern technology; yet at the same time these same 
areas may be said to be overdeveloped in the sense that men have 
utilized the existing resources to the fullest extent possible at the 
level of technology known to and achieved by these civilizations. 
The common sight of terraced fields in China is a telling symbol 
of the extent of this type of overdevelopment. Yet it is conceivable 
that if only a few thousand people inhabited the whole continent 
of North America or Australia, it might still be considered over- 
developed if the inhabitants depended for their livelihood on certain 
primitive ways of hunting particular animals. Even in China during 
the period under consideration it would probably have been possible 
to improve conditions significantly if the underemployed had been 
properly organized to repair and extend irrigation and communica- 
tion systems in much the same way as their forefathers and with 
little direct capital expenditure — a technique which is now widely 
used in “community development” programs. Yet the concept of 
overdevelopment is useful in this case because the natural resources 
of China have certainly differed from those in the vast, empty, fertile 
land of continental United States or Australia, as well as from the 
easily accessible mineral resources of South Africa or the rich oil 
fields of the Middle East. Foreign interests in China were thus 
mainly confined to commercial exploitation rather than to the devel- 
opment of resource-oriented industries. This fact probably explains 
in a large part why characteristically colonial-type investments, based 
on extractive and raw-material producing industries, have not been 
more attractive in China. 

Likewise the scarcity of capital, in real as well as in financial 
terms, is related to the state of technology: under primitive condi- 
tions of production there may be comparatively few uses for capital. 
Unlike the scarcity of natural resources, however, scarcity of capital 
tends to be intensified by the introduction of modern technology. 
For modern technology often calls for large amounts of capital, 
sometimes in large indivisible lumps, which the economy is not 
accustomed to supply. 

This difficulty is particularly obvious in a small economic unit 
where the total available capital is small in relation to the techno- 
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logical requirements. On the other hand, in a large country with 
an overall scarcity of capital, the determining factor in the case of 
a given project may be not the absolute availability of capital so 
much as the ability to mobilize capital. 

From a dynamic point of view, capital is not merely required 
at the start of a production process; its continued accumulation is 
also necessary. Although it is conceivable that innovations may be 
so capital-saving that existing capital equipment may be replaced 
by more efficient capital equipment without requiring net additions, 
the nature of technology in modern times has militated against this 
possibility in China. It is therefore safe to assume that economic 
growth requires additional capital to create the additional capacity. 

A given rate of capital accumulation must be balanced by a 
corresponding rate of supply of saving. In other words, the current 
output that goes into capital accumulation cannot at the same time 
be consumed. 

Several reasons have been advanced as to why the propensity 
to save (ratio of saving to income) may be low in a less developed 
country. First, it is argued that the propensity to save is low because 
the level of income is low. The Keynesian postulate that the pro- 
pensity to consume (ratio of consumption to income) decreases as 
income increases, is not, however, substantiated if one makes an 
international comparison. Nevertheless, if the level of income is so 
low as to reach a starvation point, it may be postulated that a high 
propensity to save is impossible. Moreover, the apparently uneven 
distribution of income typical of less developed countries does not 
necessarily improve the prospect for the supply of saving, because 
the savings of those who are comparatively well-to-do may be largely 
offset by consumption beyond their income on the part of the poor 
masses to whom savings are channeled, for example, through money 
lending. A related point is, secondly, that even the well-to-do may 
not actually be able to save because they have to perform those 
functions among relatives, friends and neighborhoods which are 
performed in more developed countries by social security; or they 
may have to indulge in conspicuous consumption befitting their 
status, or conform to dictates of custom as by making large expend- 
itures for weddings, funerals and festivities. Further, when they do 
save, their savings often take the form of foreign assets which do not 
add to capital equipment within the country, or the form of luxury 
housing which hardly improves the productive capacity of the coun- 
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try (18). Lastly, as in the case of China, indemnity and loan pay- 
ments to foreign recipients constitute a drain on the available 
capital (19). 

Fortunately, however, the decision to save and the decision to 
invest may be made quite independently. Given a low propensity 
to save, what may happen if entrepreneurs decide to invest over and 
above the current rate of saving? The desired increase in the rate 
of saving, aside from the classical effect obtainable through raising 
the interest rate, may be brought about in two ways. 

First, the investment may result in an increase in income which 
in turn will make possible a higher average propensity to save, 
provided the marginal propensity to save (ratio of increase in saving 
to increase in income) is, or can be made, high. This process, for 
example, plays a large part in the Indian Second Five Year Plan, 
which postulates a higher rate of capital accumulation as the plan 
progresses, while consumption is allowed to rise only slowly. 

Secondly, the desired saving may be brought about by a redis- 
tribution of income, particularly in favor of the entrepreneurs. The 
redistribution may be effected through the mechanism of money, 
credit and prices: in this case the investment activity of the entre- 
preneurs (financed by money hoards or new credit) may force prices 
up (producing a non-Keynesian inflation with underemployment) 
and may depress real consumption on the part of those whose money 
income has not increased. Moreover, the new investment activity 
may bid up prices of raw materials and capital equipment and render 
some industries less profitable (an external diseconomy to the older 


(18) Cf. below, “ The Take-off ”. Hoarding is often mentioned as one of the ways by 
which saving is “ dissipated”. Actually, if hoarding is offset by real investment financed by 
creation of money, it is by no means dissipated, in fact it performs a necessary service by 
releasing the real resources. If it is offset by consumption beyond means, it results in no 
real saving but it also performs the service of releasing real resources and preventing inflation. 
If it is neither offset by investment nor by consumption it will lead (through a decline in 
effective demand) to a reduction in national income and will thus in effect become “ abortive 
saving ”. 

(19) The case of an abundance of financial capital and a shortage of physical capital 
goods does not seem to be important for China. It was, however, important to a number 
of less developed countries during and immediately after the Second World War when foreign 
exchange earnings were greatly enhanced while capital equipment could not be obtained in 
the world market. It is also important to a number of Middle Eastern countries with high 
oil income, only a small portion of which can be properly turned into domestic capital 
formation within a reasonable period of time, or to some African territories where port 
facilities limit imports. 
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industries; see section 5 below). It may involve the process of “ crea- 
tive destruction ” postulated by Marx-Veblen-Schumpeter in the sense 
that the new establishments may render the older industries techno- 
logically outmoded. The capital equipment of the outmoded indus- 
tries is probably too specific to be of use to other industries. The 
resources released by these industries are, therefore, largely limited 
to the amount of replacement demand that would otherwise be made 
by them. Such demand is in turn inversely related to the length 
of life of the capital equipment in question. 

Alternatively the redistribution of income and resources may 
be effected by a deliberate policy, such as the expropriation of rents 
through land reforms while at the same time siphoning away the 
extra, spendable resources of the peasants or former tenants by 
means of taxes or instalment payments for the purchase of land. 

The crucial matter in growth is therefore not so much the 
initial scarcity of (the stock of) capital as the ability or inability to 
accumulate capital and to bring about the necessary propensity to 
save consistent with such accumulation (20). 

Assuming that capital accumulation does take place, it is now 
common knowledge that the process has a dual character (as have 
many other economic variables): on the one hand it creates income 
and on the other hand it creates additional productive capacity. It 
cannot be assumed, as postulated by Say’s Law, that “ additional 
income creates its own demand”. On the demand side a given rate 
of investment induces a certain flow of increased consumption and 
further investment. On the supply side, the investment is reflected 
in additional capacities, which after a lapse of time (frequently 
referred to as the “ period of fruition ”) yield a series of additional 
products that must be absorbed if growth is to continue. The speed 
with which the harvests materialize depends upon the particular 
technology and industry concerned. In investments such as the 
building of railways, a long period ensues before the trains actually 
begin to run. In contrast, certain types of investment in agriculture 
may come to fruition within a year. 


(20) Professor Alexander Gerschenkron pointed out to me that the initial accumulation 
of capital is more difficult than at a later stage of growth. This consideration is also at the 
root of “ the doctrine of balanced growth ” and “ the take-off ” discussed below. The point 
made here is that in a large country like China the mobilization of capital is perhaps even 
more important than the total amount of capital available at the start. 
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It may be appreciated that the race between income and capacity 
in a given situation does not assure us that the two flows will always 
be nicely balanced. Under certain assumptions, for example, excess 
capacity emerges if the rate of increase of income is insufficient to 
absorb the product of the new capacity, but an increase in income 
creates further capacity, the product of which must be absorbed by 
further rises in income. Once excess capacity exists it exercises a 
dampening effect on investment. Thus the paradox of excess capacity 
in capital-scarce countries parallels that of unemployment in labor- 
scarce countries. 

The above considerations throw light on why growth is usually 
accompanied by instability. This point is relevant, in an apparently 
stagnant economy, to the extent that attempts at growth may have 
been made. Furthermore, it is important to link the long-term 
considerations with the business cycle considerations. The character- 
istic feature of a stagnant economy is not the lack of boom periods 
such as are common in the business cycles but the lack of sustained 
growth. In other words, the question is why cyclical swings have 
not been superimposed upon a more or less steeply rising trend. 


4. Entrepreneurship and Innovation 


To say that stagnation occurs because there is a lack of entre- 
preneurship and innovation is almost tautological. Like the above 
analysis of capital accumulation, however, an examination of eco- 
nomic growth or stagnation from the vantage point of entrepreneur- 
ship and innovation helps to bring together the multifarious forces 
in the whole complex of economic transformation, including those 
forces which are ordinarily considered outside the boundary of eco- 
nomics. There is, moreover, a close historical relation between 
capital accumulation and entrepreneurship. The classical economists, 
including Marx, have long regarded the function of the entrepreneur 
to be capital accumulation and conversely have considered innovation 
as essentially embodied in capital accumulation. Theories of capital 
accumulation, entrepreneurship and innovation may therefore be 
viewed as different ways of explaining basically the same process. 

Theoretically it is of course possible to have capital accumulation 
without innovation. Such capital accumulation may be either widen- 
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ing or deepening, either capital intensive or labor intensive (21). 
In an economy which is characterized by stagnation of output and 
by limitation of natural resources, capital accumulation is not likely 
to entail an increase in the capital output ratio. In so far as popula- 
tion growth outstrips capital growth, it is also not likely to induce 
an increase in the capital labor ratio. 

It is perhaps difficult to distinguish exactly between the setting 
up of a production function (which, according to Schumpeter, is 
properly innovation) and the sliding along (adjustment within) a 
production function (which is not innovation). It is also difficult 
to determine how different the new production function must be 
in order to qualify as innovation. Obviously all types of product 
differentiation of the Chamberlainian variety, such as a new wrap- 
ping or a novel hat, do not attain the status of Schumpeterian inno- 
vation but may logically be viewed as “innovation in the small ”. 

Moreover, it is also possible to separate entrepreneurship from 
innovation. It is argued that the Schumpeterian hero in the process 
of innovation — the entrepreneur — is much diminished in size 
in a situation where the main function is to copy the well-known 
methods long practised in other countries (22). Here the difference 
from the ideal type of innovator is, however, not as sharp as it may 
appear. It should be remembered that the innovator is usually not 
the inventor. (A recent example is that a Briton invented penicillin, 
but American entrepreneurs first exploited it for business purposes, 
and were then followed by British and other entrepreneurs). Fur- 
thermore, there are many difficulties, technical as well as economic 
and social, in the way of introducing new methods of production 
such as establishing new manufacturing industries or building rail- 
ways. It is not at all certain that the implanting of new methods 
of production in a less developed country (though long practiced 
in the pioneer countries) actually requires less ingenuity than that 
of the original innovator or of the innovator in such giant concerns 
as Du Pont and General Electric in the contemporary United States. 


(21) Deepening of capital involves a higher ratio of capital stock per unit of output, 
widening merely represents capital accumulation without deepening. Capital intensity is 
defined as capital stock per unit of labor. Labor intensity is not separately defined; in 
comparison a less capital-intensive case may be said to be labor-intensive. 

(22) H. W. Sincer, “ Obstacles to Economic Development”, Social Research (Spring, 
1953), Pp- 19-31; H. G. Ausrey, “ Deliberate Industrialization ”, Social Research (June 1949); 
Atrrep Bonne, “ Towards a Theory of Implanted Development in Underdeveloped Coun- 
tries ”, Kyklos, 1956, Fasc. I, pp. 1-16. 
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In the latter, innovation is almost automatic in that a sizeable part 
of the revenue is invested in research and (owing to the cumulative 
nature of modern science) such research expenditures have a reason- 
able expectation of yielding commercially valuable results which 
will directly shape the pattern or output (23). 

Another argument intended to diminish the role of entrepre- 
neurship is that in the less developed countries the function of 
innovation is likely to fall on government and is in fact frequently 
performed by the government. There is no reason, however, why 
the function of entrepreneurship should not be assumed by the 
government. In other words, the concept of entrepreneurship may 
be extended to cover innovational activities performed by the govern- 
ment as well as by the individual or the firm, in a private enterprise 
economy or in a mixed or socialistic economy. 

So long as the late-comers are way behind the forerunners in 
innovations, we are not entirely in the dark as to the nature of 
the technological changes which they will undergo, even though the 
sequence of changes may be quite different from that in earlier 
developed countries. In other words, junks are likely to be replaced 
by steamers, carriages by power-driven automobiles or locomotives, 
crude implements by more complicated machinery, simple tools by 
machine tools, etc. It is true that the late-ccomer has the advantage 
of skipping certain intermediate steps, jumping from an eighteenth- 
century model to a twentieth-century model, from horse trails to 
jet planes. But amidst such skippings it is easier to identify a new 
production function and to strengthen the link between innovation 
and capital accumulation. The historically based concept of inno- 
vation is therefore essentially applicable to the late-comers. It remains 
to be seen how the entrepreneur emerges. 

The entrepreneur is sometimes viewed as a sort of genius, a 
genetic marvel. It is difficult to substantiate or refute such an idea. 
But even if we assume that the entrepreneur possesses unusual 
qualities as a person, it remains to be shown how his potentialities 


(23) Schumpeter’s reluctance to consider such more or less matter-of-fact innovations 
in the highly developed economies as entrepreneurial activity necessarily restrains the scope 
of entrepreneurship and innovation. Such innovations, owing to their cumulative nature, are 
hardly infinitesimal or insignificant and should therefore be admissible to his formal definition 
of innovation. His vision on the declining investment opportunities and the obsolescence of 
the entrepreneurial function and the consequent fate of capitalism might have had to be: 
modified if he had allowed a wider range of evolution of entrepreneurship within his general 
construct. 
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are realized in fact. In the Chinese case, there does not seem to 
be a lack of entrepreneurial talent, since many emigrant entrepre- 
neurs seem to have done well under adverse conditions (24). 
Another explanation of the lack of entrepreneurs in China is 
that the necessary rationalization process (foreshadowed by the age 
of enlightenment in Europe) had not occurred. The behavior of 
entrepreneurs is said to have been inhibited by extra-economic con- 
siderations, such as nepotism rooted in the family system. Un- 
doubtedly profit maximization is not the sole aim of businessmen. 
But are there not always sufficient numbers of businessmen who 
have the passion to make more and more profit? Assuming the 
activities of such businessmen were not prohibited or otherwise 
penalized, would they not accumulate more and more power until 
they overshadowed their less profit-minded fellow businessmen? (25). 
A more plausible explanation is that there are peculiar diffi- 
culties for the entrepreneur in a less developed country like China, 
even assuming that there are latent entrepreneurial talents in the 
country and that they are reasonably rational. In the first place, 
purely from the profit point of view, the best investment may be 
to secure a bureaucratic position — and its attendant permissible 
squeezes and perquisites — quite apart from the fact that such a 


position may be highly valued from the status point of view. In 
a negative sense, any moderately successful entrepreneur may not 
feel safe from arbitrary exploitation by those in power; it may be 
necessary to play ball with them for self-preservation. As a result 
those activities which are easily susceptible to outside control, such 
as the running of industrial establishments, may be avoided or kept 


(24) It is argued, however, that one of the reasons for the lack of entrepreneurs in 
China is that (owing to the open society perpetuated by the examination system) the best 
brains have been absorbed by the literati and the bureaucracy, or, more correctly, the oppor- 
tunity cost of being an entrepreneur was too high. In contrast, the emigrants enjoyed little 
social mobility and consequently they concentrated their efforts on the pursuit of entre- 
preneurial activities. 

(25) It is of interest to note that the Weber-Tawney thesis of the link between religion 
and the rise of capitalism puts emphasis on the value system rather than on the rationalization 
process. Weber's charismatic type, which may be a generalized entrepreneurial type, is by 
no means entirely rationalistic. Even Schumpeter’s entrepreneur may be motivated by desire 
for power and joy of creating. It is doubtful whether the economic man by cool calculation 
would choose to be an entrepreneur. Cf. Epwarp A. Carin, “ Schumpeter’s Constructed 
Type — The Entrepreneur”, Kyklos, 1956, Fasc. I, pp. 27-43; A. GerscHENKRon, “ Social 
Attitudes, Entrepreneurship and Economic Development”, Explorations in Entrepreneurial 
History, 1953. 
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inconspicuous. The fact that so many of the Chinese industries 
were established in the foreign concessions (despite the fact that 
most of the men behind them tended to be highly nationalistic) was 
perhaps due to the necessity to be free from arbitrary government 
which knew no “ rule of law ”. 

From a purely economic point of view, it is also argued that 
a given innovation may often be unprofitable unless accompanied 
by others. This leads to consideration of the doctrine of balanced 
growth (see section 5). Before we leave the entrepreneurs, however, 
it may be useful to consider the role of the government as entre- 
preneur and bureaucratic entrepreneurship. 

To demand that a government which is incapable of perform- 
ing its classic function (maintenance of peace and justice) should 
perform entrepreneurial activities appears to be extravagant. Yet 
many key activities can be performed only by the government. 
When the government machinery is totally unprepared to assume 
these activities, economic growth is impeded. It will be noted that 
this is essentially a new problem for the less developed countries, 
since the pace of growth was much more leisurely in the pioneering 
countries with the result that the demand placed on the government 
could be met without too much straining of the existing machinery. 

Sporadic achievements are of course attainable even under ad- 
verse conditions. But some of these achievements, such as may be 
attained under the system of bureaucratic enterprises, may stultify 
further development. Under that system the power of government 
office is exploited for private economic gain, but the economic activ- 
ity incident to the office tends to be inefficiently performed since 
the basis for gaining office, frequently dependent on personal rela- 
tions, balance of power of various cliques, or military might, is apt 
to be unbusinesslike and unstable. These difficulties, it may be 
noted, differ from those arising through the routinization and the 
lack of initiative and daring which occur in a modern bureaucracy 
accountable to the public. 


5. Problems of Balanced Growth 


In the previous section the setting up of the production function 
by the entrepreneur was not specifically related to any micro- or 
macro-analysis. Usually the production function is that of a firm 
and is therefore micro-economic. It permits one to distinguish be- 
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tween the internal and external economies of the Marshallian type, 
the external economies being independent of the firm’s production 
function or the effort of the entrepreneur, who benefits from them. 
Alternatively, the production function may be defined in the aggre- 
gate — including the whole country if necessary, in which case all 
economies may be considered as internal. 

In certain types of analysis, as in international trade theory, 
for instance, it is convenient to use a production function referring 
to the whole country. But if one desires to focus attention on the 
external economies, it is necessary to perform at least a certain 
degree of disaggregation so that the interactions of various industries 
or sectors within the aggregative economy may be brought out. 

The creation of external economies may result from innovation 
in a particular sector. For example, the opening up of railways in 
the western United States created external economies for the growing 
of wheat through the extension of the market in the manner sug- 
gested by Adam Smith. Again, the introduction of synthetic rubber 
cheapens the input of the tire industry. It is also conceivable that 
the external economies may be originated without innovation, as 
in the case of the provision of a labor supply following the agglo- 
meration of population in urban centers. 

The “ doctrine of balanced growth ” argues that a chief obstacle 
to growth in a less developed country is that the external economies 
are lacking (26). It is difficult for any one industry to develop when 
the rest are not developing. It is not sufficient for one or two entre- 
preneurs to go ahead; a cluster of entrepreneurs is required from 
the very beginning. There are abundant illustrations of this point 
from Chinese economic history. The cotton textile industry, for 
instance, relied to a large extent on imported cotton because the 
domestic product was either too short, too unstandardized or too 
difficult to transport. The automotive industry could not be set up 
because there were not sufficient roads, other engineering industries, 
or markets. An isolated development is uneconomical and cannot 


(26) Attyn Younc, “ Increasing Returns and Economic Progress”, Economic Journal 
(December 1928), pp. 527-542; P. N. Rosensrein-Ropan, “ Problems of Industrialization of 
Eastern and Southeastern Europe”, Economic Journal (June-September 1943), pp. 202-211; 
R. Nurkse, Problems of Capital Formation in Underdeveloped Countries (Oxford, 1953); 
Maxcus Fieminc, “ External Economies and Doctrine of Balanced Growth ”, Economic Journal 
(June 1955), pp. 241-256; Arsert O. Himscnman, The Strategy of Economic Development 
(New Haven, 1958). 
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go very far; but if all sectors are developed simultaneously, the 
external economies originating from one will benefit the others and 
vice versa. 

This doctrine may be interpreted as a critique of laissez-faire 
in development (27). A private entrepreneur is not interested in 
creating external economies for other entrepreneurs. There is then 
a tendency for the potential private gain to be less than the potential 
social gain. A logical answer would be to have a comprehensive 
plan of development so that the external economies would be, so 
to speak, internalized. However, this does not necessarily mean 
that the plan must operate under direct government management. 
A variety of methods might be used in pursuit of this doctrine. Thus 
the Japanese development, for instance, relied initially upon the 
government, which, however, soon turned the reins over to private 
enterprise (28). 

There is general agreement that certain activities conducive to 
the creation of external economies are likely to be performed best 
by the government. There is the classic function of government in 
maintaining peace, order and justice. There is the institutional 
framework within which the economy must function, such as the 
system of weights and measures, the monetary and banking systems, 
and the organization of the market. Modern writers further em- 
phasize the necessity of creating social and economic overhead capital, 
including educational, health and social security facilities, transport- 
ation and communication networks, and public utilities. These shade 
into the zone of basic and heavy industries. The non-development 
of these functions of government in China in the last hundred years 
is well known. 

A more exact idea of balance may be gained by looking at 
the conditions of consistency demanded by the Leontief input-output 
model (i.¢e., the quantitative relations of various inputs and outputs). 
It is apparent that if one industry (e.g. steel) expands, its increased 
requirement of inputs (e.g. furnaces, coke, and power) must be 


(27) T. Scrrovsxy, “ Two Concepts of External Economies ”, Journal of Political Econ- 
omy (April 1954), pp- 1943-1951; J. P. Srocxriscn, “External Economies, Investment and 
Foresight ”, ibid. (August 1955), pp. 446-449; T. Scrrovsxy, “ A Reply”, ibid., pp. 450-451; 
H. W. Arnot, “External Economies in Economic Growth”, Economic Record (November 
1955)» PP- 192-214. 

(28) Wutiam W. Locxwoop, The Economic Development of Japan, Growth and Struc- 
tural Change - 1868-1938 (New Jersey, 1954), pp. 14-15. 
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supplied by the increased outputs from many industries (including 
the original industry itself), and its increased output (e.g. steel) must 
be absorbed by the various industries (e.g. automobiles, canning, 
electrical and steel industries) (29). 

In an open economy the operation of the doctrine of balanced 
growth works both ways. On the one hand, the severe requirements 
of the doctrine may be relaxed. For example, the extent of the 
market may go beyond the national boundaries, while domestic 
industries may be supplied by foreign markets. Thus many indus- 
tries in Hong Kong today import machinery as well as most of 
their raw materials, and export most of their products. In that case 
the advantages of an open economy are utilized to the fullest extent. 
Even in an open economy, on the other hand, many factors do not 
in fact move across the border. An example of immobile factors is 
labor. The availability of inexhaustible supplies of labor would be 
a comparative advantage which would not be nullified by the fact 
of an open economy. This lack of mobility is also characteristic of 
certain other factors as well as labor, to a greater or less degree: 
in particular, political and institutional conditions can hardly be 
exported or imported. An open economy which is untempered by 
protective arrangements renders simultaneous domestic development 
of many industries extremely difficult; this is due to the high 
degree of selectivity dictated by the comparative advantage or 
disadvantage of domestic industries in competition with imports, if 
indeed the difficulty is not aggravated by monopolistic practices 
such as dumping. 

The pursuit of a simultaneous development of many industries, 
following the above doctrine of balanced growth, may in itself create 
external diseconomies and imbalance in many ways (30). The spurt 
in demand for existing resources may cause shortage of supply and 


(29) Wassiry Leontier, The Structure of American Economy, 1919-1939 (2nd ed., 
Oxford, 1951); Wassitty Leontier et al., Studies in the Structure of the American Economy 
(Oxford, 1953). 

(30) Cf. Unirep Nations, World Economic Survey, 1955 (New York, 1956), especially 
the chapter on balanced growth, pp. 3-13. It may be noted that in the broadest sense any 
type of balance — balance between aggregate demand and aggregate supply, between invest- 
ment and saving, between investment and consumption, between export-promoting and import- 
substituting industries, between agriculture and industry, between short maturity and long 
maturity projects, etc. — in the process of growth may be termed balanced growth. These 
are to be distinguished from the doctrine of balanced growth sketched above, although they 
should be discussed together in a general consideration of the problem of growth. 
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price advances detrimental to other users. The hazards of imbalance 
between the flow of expenditures and that of product, between the 
demand for imports called forth by the program and the capacity 
to export, etc., are familiar phenomena in inflation-biased economies 
undergoing a process of development. 

One particular source of imbalance has been traced back to the 
demonstration effect: i.e., the high levels of living and consumption 
of the developed countries are being imitated in the less developed 
economies, while the skill and effort and large stocks of capital that 
make such high levels possible are largely lacking (31). 

The demonstration effect was probably not a very serious pro- 
blem in China among the population as a whole. However, in so 
far as the demonstration effect was operative among the small 
middle class who were in a unique position to save and accumulate 
capital, it might have played a strategic role in the course of develop- 
ment of the whole economy. In a country where the primary con- 
sideration is want creation, the demonstration effect may be a useful 
initial stimulus; and in any case from a dynamic point of view the 
demonstration effect, despite the imbalance created by it, may be 
far more conducive to future growth than the stagnation under 
traditional equilibrium. 

The above consideration may be extended to the question of 
balance between social and economic development. The classicists 
have insisted that certain social conditions are prerequisites for eco- 
nomic development, and some sociologists have deplored the “ cul- 
tural lag” — the lag of cultural advance behind technological 
progress — in certain highly developed areas like Japan. The theory 
of the demonstration effect suggests that the cultural lag may be 
inverted (in the sense that social advancement precedes technological 
progress) (32). There is, of course, no precise standard in terms of 
which the relative rates of social and economic development (cultural 
and technological advancement) may be compared, and there is no 
necessity to recreate all the social ills which were attendant upon 
the industrial revolution of the early period; factory legislation and 





(31) James S. Duesenserry, Income, Saving and the Theory of Consumer Behavior 
(Cambridge, Mass., 1949); Nurxse. Problems of Capital Formation. 

(32) For some international comparisons of social development and economic develop- 
ment sce Unirep Nations, Preliminary Report on the World Socal Situation, 1952, pp. 129- 
135; N. T. Wane, “Some Problems of International Comparison of Public Social Expen- 
ditures ”, Indian Economic Review (February 1955), pp. 23-52- 
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old-age pensions may be introduced before there are any factories 
to speak of and before the increase of life expectancy changes the 
shape of the population pyramid. It is always debatable on welfare 
grounds how far we should go in a particular direction. When the 
strains and stresses of the impact of modern technology and modes 
of living on the whole social fabric are taken into consideration, 
as for example in the schemes of evolution and crises of the entire 
socio-economic system of Marx and Schumpeter, and in the social 
revolutions evident in certain countries today which Marx and 
Schumpeter did not live to see, the economist by himself is likely 
to find his tool box inadequate. 


6. The Take-off 


The doctrine of balanced growth is capable of misinterpretation 
if it is not considered together with the theory of the take-off (or 
breakthrough), which emphasizes the breakthrough rather than bal- 
ance, the strategic role of certain leading industries rather than 
simultaneous development of industries in the growth process (33). 
The question of what should be developed first or what sectors 
should receive priority in an initial development in a given setting 
should not be answered with a platitude that all sectors are of equal 
importance and therefore should be developed simultaneously. Such 
advice is in fact worse than useless, it is even dangerous, because 
if it is followed, the resources may be so thinly spread among various 
projects that it will be impossible to achieve anything substantial. 

Furthermore the notion of growth may also be misleading if 
it is taken to imply a smooth continuous process. Robertson’s notion 
that progress takes the form of discontinuous spurts is especially 
relevant to a less developed country which is attempting to achieve 
a major transformation by inculcating different ways of doing things. 
If the initial condition of the country is in fact an approximation 
to the stationary state, or to the conditions of circular flow or of 
a vicious circle, the process must be one of breaking out of the rut. 
In a sense, the initial start always upsets some balance. 

The concept of a take-off implies further that once a successful 
break from the past is achieved, the process becomes more or less 


(33) W. W. Rostow, The Process of Economic Growth (New York, 1952); idem, “ The 
Take-off into Self-Sustained Growth ”, Economic Journal (March 1956), pp. 25-48. 
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cumulative (34). Professor Rostow feels it possible to identify the 
period of take-off historically; according to his judgment, China 
did not achieve a take-off during the last hundred years, which is 
not surprising. Of particular interest is the close link between the 
take-off and the development of certain leading industries. Such 
industries may be the textile industries, the railways, or the heavy 
industries. The essential requirement is that some concentrated effort 
be made in certain particular sectors rather than spread among all 
sectors. The issue, for example, whether agriculture or industry 
should receive priority is thus not always a false issue, contrary to 
what Lewis has told us, but may be a realistic one, even though 
a definitive answer may not always be possible and insufficient 
growth in agriculture may be a drag on industry, and vice versa (35). 

In an open economy the theory of comparative advantage would 
suggest an international division of labor such that a given country 
will specialize in certain activities better suited to it in the relative 
sense. It may be remembered that by this theory, even if a country 
is so underdeveloped as to be inferior in all products, it is still 
possible for it to specialize in the products in which it is relatively 
less inferior. On the basis of this theory, a less developed country 
devoid of protective measures has frequently been viewed as facing 
difficulties in its development (36). In the first place, the familiar 
argument for protecting infant industries points out that the cost 
of production in such industries is likely to be high at first but will 
gradually decrease. To those well versed in the Marshallian analysis, 
the use of a declining marginal cost curve may help to bring the 
point out; but it must be remembered that such a cost curve in the 


(34) It is largely a matter of taste whether such cumulative growth is termed a moving 
equilibrium or disequilibrium, balanced growth or imbalanced. Those who emphasize the 
process of imbalance point out that the secret of growth is that some activity is always out 
of line with the rest, thus providing a constant motivation for the rest to catch up. An illu- 
stration is a perpetual shortage of goods under controlled or suppressed inflation. Those who 
stress the necessity of balance point out that an imbalance always calls for some kind of 
balancing process. Thus an excess demand under inflationary conditions may be brought 
into balance by price changes, by non-availability of goods or by pressure on the balance 
of payments. When the balancing process is over-burdened, the whole system may break 
cown. For instance, when the balance of payments is so strained that adjustments in the 
exchange rates, trade controls, short-term credits and the like are insufficient to correct the 
situation, a balance is then achieved by simple default. 

(35) See W. A. Lewis, The Theory of Economic Growth (1955), pp. 276-283. 

(36) Cf. Jacos Viner, International Trade and Economic Development (1952), pp- 59-73, 
120-150. 
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infant industry case is historically irreversible and therefore is quite 
different from one on which the producer may choose to slide back 
and forth. It may be better described as a “ learning curve ”, depict- 
ing the tendency of cost to decline as the know-how is gradually 
being mastered. Such a tendency has been empirically demonstrated 
in many new endeavors (37). The concept of a learning curve has 
an added advantage when applied to the less developed countries 
because it focuses attention on the process of learning, which in a 
majority of cases can only be acquired through doing. This applies, 
for example, to engineering as well as to management. 

A related argument against specialization is that the kind of 
specialization which is likely to be indulged in will be the wrong 
one under conditions of unfettered competition. What a densely 
agricultural economy should specialize in is industry rather than 
agriculture if the operation of the law of diminishing returns is to 
be avoided or mitigated. 

Still another related argument against specialization applies 
particularly to the kind of specialization that demands only simple 
and routine operations, such as hand-picking of cotton, cocoa or 
coffee, which requires little training and ingenuity and therefore is 
not conducive to development. Here is a case where specialization 
may provide a relatively high income and yet growth may be 
impeded owing to backward conditions or lack of investment in 
skills, or lack of educational and institutional development (38). 

The infant industry argument seems to apply to the Chinese 
case with full force because China failed to obtain tariff autonomy 
or exercise other restraints to trade until the very end of her modern 
century of foreign contact. The obstacles to export expansion, on 
the other hand, can hardly be explained by the same argument. 


(37) The learning curve expresses the relation between (marginal) cost and output in 
the process of mastering the techniques of production. It differs from the ordinary (marginal) 
cost curve in that the former relates to points on different production functions while the 
latter is usually assumed to be derived from the same production function. Well-known 
illustrations of cost reduction over time by better production methods may be found in the 
automobile industry. See also empirical learning or progress functions in Werner Z. Hirscn, 
“ Manufacturing Progress Functions”, The Review of Economics and Statistics (May 1952), 
Pp. 143-155; A. Avemman, “ An Airframe Production Function”, Project Rand Paper, p. 108, 
1949; and A. D. Sears and C. S. Gopy, “ Productivity Increases in Selected Wartime Ship- 
building Programs”, Monthly Labor Review, Vol. 61, No. 6 (1945). 

(38) H. Myimr, “ An Interpretation of Economic Backwardness”, Oxford Economic 
Papers (June 1951), pp. 132-163. 
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The explanations for this must be rather sought in low levels of 
standardization, purification, and packaging, and in irregularities 
of supply (39). Consequently the problem in China was never one 
of over-specialization and a flooding of the export market (except 
occasionally, due to errors of competition) but rather the supplanting 
of Chinese products by substitutes, such as Indian tea and Japanese 
silk, which were better suited to the foreign market. The root of 
China’s trouble was therefore not lopsided development, as was 
sometimes the case with mono-cultural export economies under 
colonial exploitation, but underdevelopment, not only in the domestic 
and import sectors of the economy but also in the supposedly spe- 
cialized export sector. 

The critics of specialization usually ignore the importance of 
import requirements in a developing country. The apparent success 
of the Soviet case, where development has been achieved with a 
minimum of imports, hides the fact that the Russian industrial 
economy was already at a relatively high level on the eve of the 
Bolshevik revolution. For a country like China during the last 
hundred years to aim at self-sufficiency in capital equipment could 
have only led to its extreme scarcity. The limited foreign exchange 
resources of China, of course, were not utilized with a view to 
facilitating development. The large amounts of food imports, to 
say nothing of opium imports in the early days, in a country which 
produced very little else but food were a symbol of poor utilization 
of resources and hardly contributed to economic development. The 
constant drain of foreign exchange resources through payments of 
indemnities, high interest paid on loans, flight of capital, and remit- 
tance of foreign profits abroad, all tended to aggravate the dif- 
ficulties. 

Consideration of the structure of the import trade leads us to 
consideration of the claim of agriculture in development. It is well 
known that in the last hundred years in China agricultural develop- 
ment was almost completely neglected by both the government and 
private enterprise, except in a few cases related to the export indus- 
try or to the supply of raw materials required by domestic industry. 
It is true that mechanization of agriculture was probably not feasible 
in most parts of China. But improvement of seeds, insect control 


(39) For illustrations see G.C. Aten and A. DonnitHorne, Western Enterprise in Far 
Eastern Economic Development - China and Japan (London, 1954). 
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and better irrigation could have been introduced with practically no 
disturbance to the settlement pattern; even the use of chemical 
fertilizers should have meant a considerable saving in foreign ex- 
change, when compared with the cost of food imports. It is there- 
fore not convincing to contend that Chinese agriculture was neces- 
sarily faced with diminishing returns even with the use of improved 
technology. The argument that the rate of development in agri- 
culture must be kept relatively low, owing to the operation of 
Engel’s Law (that as per capita income increases the proportion of 
the income spent on food decreases), is probably not applicable to 
China, at least in the first stages of an attempted take-off, when the 
agricultural deficit should be turned into an agricultural surplus with 
which industrial expansion may be financed (40). 

The problem of food shortage is partly a problem of transpor- 
tation. Movement of food from surplus to deficit areas is difficult 
and costly without adequate means of transportation. Transporta- 
tion has, of course, a wider role. It has long been regarded by 
Marshall, for example, as a key factor in development. It widens 
the market and at the same time it stimulates many ancillary indus- 
tries. It cannot be said that this sector, particularly the railways, was 
neglected (at least since the turn of the century) by the Chinese 
government, which developed transportation for military reasons if 
for no other. The economic benefits were, however, limited by 
competing waterways and by such factors as frequent military com- 
mandeering of railroad rolling stock, incessant destruction, lack of 
integration among regions under various spheres of influence and 
tie-in agreements in the foreign concessions. 

The role of new housing construction in the process of take-off 
is of particular interest for two reasons. First, owing to a statistical 
convention, housing is lumped by economists with capital formation. 
Yet its capacity to create future output is probably much more limited 
than that of other forms of capital equipment, even though (formally 
speaking) rents of an owner-occupied luxury house can also be 
imputed and counted as part of current output. Secondly, the Soviet 
program seems to have deliberately assigned a low priority to hous- 


(40) The question whether the farmers should be “ exploited” in order to finance 
industries is a separate issue. When, however, agricultural productivity is at a very low 
level, any exploitation of the farmers must be limited by a starvation level of living. 
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ing, thereby enabling concentration of capital formation in other 
industries and hastening the process of industrialization. 

These problems of transport development and housing invest- 
ments are related to the renewed interest in the disaggregation of 
capital (in the different components of capital such as inventories 
and fixed capital equipment), in particular in the strategic role of 
basic industries and machines to produce machines. It is argued 
that, granted that more houses and more consumption goods are 
desired, a much larger flow of production in the future can be 
obtained by improving the machines that make bricks, cement and 
consumers’ goods, and an even larger flow by making machines that 
make machines instead of producing consumer goods now. This 
line of approach is almost the inverse of the process followed by 
the pioneers of development. Yet, if society can be made to sacrifice 
the present for the future, its rate of growth — at least after a 
period — can be expected to be faster than might be the case other- 
wise. The line of approach is possible only with some kind of 
programming, particularly long-term programming in which the 
basic industries create their own demand at successive phases of the 
program. Such a program was, of course, absent in China during 
_the period under consideration. (A combination of approaches is 
suggested by the Indian experience, in which the emphasis in the 
‘First Five-Year Plan was largely on agriculture, while in the Second 
it is on heavy industries and the Gandhian type of small-scale indus- 
try. Thus the mean is struck by a bipolar approach. The Indian 
plan suggests that the emphasis on the heavy industries is feasible 
in a mixed economy. The emphasis on the Gandhian type of small- 
scale industry is mainly motivated by employment considerations 
similar to those present in China). 


7. Conclusion 


The foregoing rapid survey merely touches on some important 
issues in the economics of growth and stagnation. It has not pre- 
sented the views of different authors systematically because most of 
their views are necessarily fragmentary, and divergent views often 
result from the different techniques used and different points em- 
phasized rather than from any fundamental divergence in substance. 
True, the prognoses of the optimists and the pessimists diverge as 
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regards the ability of less developed countries to manage a take-off 
or as regards the prospects of continued growth of developed coun- 
tries. Yet the divergence can either be found in the built-in bias 
of the model used (such as the assumption of the acceleration prin- 
ciple to the neglect of autonomous investment) or in the parameters 
assumed to be constant (such as a fixed consumption function or 
a stable capital output ratio). The more powerful tools of analysis 
at the command of modern theorists enable us to arrive at a more 
general and more neutral theory in the sense that the outcome 
depends on a variety of circumstances, on the initial conditions, on 
the values of the parameters, on the exogenous shocks, etc., so that 
under plausible assumptions, a wide range of possibilities may be 
implicit within a single theoretical framework. 

The search for more and more generality has, however, im- 
portant drawbacks. The quasi-mathematical requirements of neces- 
sary and sufficient conditions for growth may be quite misleading; 
for growth may be possible if a sufficiently potent stimulus (such 
as oil and foreign investment in the Middle East when practically 
all other “ necessary ” conditions are lacking) is introduced into the 
system. The list of factors favorable or unfavorable to growth in a 
given setting may be the reverse in another setting. Certainly a 
declining rate of population growth can have quite opposite effects, 
depending upon the given circumstances. Professor Rostow’s crys- 
tallization of determinants of growth into a set of psychological 
propensities and his inclination to consider these as independent 
variables does not help us very much in tracing the line of causation, 
or in analyzing the nature of interrelationships among these variables. 

The pitfalls in the formulation of a general theory may be 
avoided by checking with historical generalizations. As more cases 
are drawn to our attention, we find on the one hand that the so- 
called general theory may have been built on a too narrow empirical 
base or on the other hand that the logical possibilities implicit in it 
are perhaps not all relevant. It is by the process of give and take 
between theory and history — as Schumpeter put it — that our 
understanding of growth and stagnation may be enhanced, in the 
case of China as elsewhere. 


New York N. T. Wane 














Recent Italian Works 
on Theories of Economic Development 


1. - In Italy, as in other countries, the 
problems relating to economic develop- 
ment and to the raising of conditions 
in the underdeveloped areas have for 
some time been hotly debated by eco- 
nomists. 

The vast and varied literature to 
which this discussion has given rise is 
mostly unknown abroad. In this note 
we propose to take a brief look at it. 
In the first place, we will highlight 
the problems, which were particularly 
serious immediately after the war, 
of unemployment and the inadequate 
supply of savings and capital, These 
were frequently discussed in Italy in 
connection with the applicability of 
Keynesian theories and policies. Se- 
condly, we will examine the studies 
which can be linked to the discussion 
on Point Four. Lastly, bearing in 
mind the problems created by attempts 
to put the South of Italy on its feet 
economically, we will see how the so- 
called “southern question” fits into 
the whole complex of issues raised by, 
and discussed in, recent theories of 
economic development. 

In particular, we will take account 
of three congresses (Congress on the 
International Organization of the Eco- 
nomic Development of Underdeveloped 


Areas, Rome, 1953; International Study 
Group on the Underdeveloped Areas, 
Milano, 1954; VIII Congress for the 
Study of Industrial Economics and 
Policy organized by the General Con- 
federation of Industry, Sorrento, 1956); 
of two volumes of essays: Teoria ¢ 
politica dello sviluppo economico, Ro- 
ma, 1954; | problemi dello sviluppo 
economico con particolare riguardo alle 
aree arretrate, Milano, 1956; and of 
some recent publications. 

We have excluded studies concerning 
the Cassa per il Mezzogiorno and its 
problems and activities for raising the 
southern economy, or the scheme for 
the development of the Italian economy 
commonly known as the Vanoni Plan. 


2. - The first projets drawn up in 
Italy after the war with the aim of 
facilgating the absorption of the sta- 
gnant mass of unemployed were in- 
fluenced by Anglosaxon theories of 
full employment. 

The demand that account should 
be taken of these views was voiced, 
in 1946, by the Commission for the 
study of labour problems of the Minis- 
try for the Constituent Assembly; and 
it gathered strength in Italy with the 
spread of Keynesian theories (1) and 
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of attempts to apply policies of full 
employment. The gist of the discus- 
sion in Italy (2) at that time was that 
the Keynesian theories as such (which 
had been designed for highly capita- 
listic countries) were not applicable to 
the situation in Italy. It was constantly 
stressed that, unlike the case in econo- 
mically more advanced countries, the 
essence of structural unemployment in 
Italy was a disequilibrium between the 
low degree of capitalization of the eco- 
nomy and the abundance of unskilled 
or underemployed labour (especially in 
agriculture). Accordingly, the appli- 
cation to Italy of the theories of full 
employment could be profitably exa- 
mined only when the Italian economy 
had developed as a result of a policy 
calculated to increase the volume of 
savings, expand capital equipment, and 
train labour force (3). Thus, Italy 
looked not so much to Keynes as to 
certain post-keynesians (especially Ka- 
lecki) (4) who had sought to apply the 
corollaries of the General Theory to 
the special case of the underdeveloped 
areas. 


(1) One of the first to provide an organic 
exposé of keynesian theories in Italy was 
F. D1 Fenizio, in Studi keynesiani, Biblioteca 
dell’ Industria, Milano, 1948 (Collection of 
articles published from 1946 to 1948, L’In- 
dustria, Milano). In 1953, a book was 
published in Italy (Studi keynesiani) which 
collected the papers arising out of a series 
of meetings held at the Institute of Econom- 
ics and Finance of the University of Rome 
and devoted to the discussion of keynesian 
theories. 

(2) F. Corrora D’Anna, “ E possibile una 
politica di full employment in Italia? ”, Pre- 
videnza Sociale, July-August 1946; “ Econ- 
omic Progress and Capital Investments”, 
The Review of Economic Conditions in Italy, 


July 1947. V. Marrama, “Some Aspects of 
Italian Economy and the Theory of Full Em- 
ployment ”, in this Review, 1947, No. 4. For 
a thorough survey of the problems of full 
employment, cf. — by the same author — 
Teoria ¢ politica della piena occupazione, 
Roma, 1948. 

(3) A. Moztinari, “ Future Responsibility 
of Italian Industry”, in this Review, April 
1947; P. Saraceno, “ Elementi per un piano 
quadriennale di sviluppo dell’economia ita- 
liana”, Report to the National Economic 
Council, Roma, 1947. The same view was 
put forward by C. Bresciani-Turroni, in the 
Report of the Economic Commission of the 
Ministry for the Constituent Assembly - 
Volume Industry, appendix: Evidence given, 
pp. 57 et seq. Cf. also, by the same author: 
“L’economia italiana nel dopoguerra”™, in 
The Review of Economic Conditions in Italy, 
1957: 

(4) M. Karecxit, “ Three Ways to Full 
Employment”, in The Economics of Full 
Employment, Oxford University, Institute 
of Statistics, 1947. See MarramMa, “ Some 


- 


Aspects... ", ct. 


3. - In January 1949, President Tru- 
man in his inaugural address enunciat- 
ed the four basic points of American 
economic policy . The famous Point 
Four, which stresses the need for a vast 
programme of aid to the depressed and 
underdeveloped areas of the world, 
gave an impetus, in the countries con- 
cerned, to studies on development pro- 
blems. 

In Italy, Point Four was examined 
with regard to its political and econo- 
mic implications and to the possibility 
of its implementation in the light of 
the experience of the World Bank. 
Indeed, the prospect was sometimes 
envisaged of the Bank itself acting as 
the executive agent. The financing 
problems, though extremely complex, 
were not always considered as the key 
to a development programme. In order 








a 


to avoid the risk of the financing going 
to waste, the need was stressed of 
giving the underdeveloped countries 
technical assistance beforehand on spe- 
cific points, and the means of affording 
such help discussed (5). Particular at- 
tention was given to the tasks and 
possibilities of credit in supporting land 
reform, which was considered a prere- 
quisite for the revival of underdevelop- 
ed countries (6). 

The new problems and the new 
approaches called for a preliminary 
clarification of the position of under- 
developed areas throughout the world 
and of the different types of economic 
evolution, Hence the criteria which 
differentiate between the various kinds 
of underdevelopment were discussed 
and several development theories exa- 
mined as possibly throwing light on 
the Italian economy. There was the 
point of view which brought out the 
contradiction between private advant- 
age in particular investments and ex- 
ternal economies as a cause of back- 
wardness (Rosenstein-Rodan); the one 
that stressed the cumulative process 
as a typical and irreversible factor in 
underdevelopment (Myrdal); and the 
thesis that drew attention to bottle- 
necks and to their special importance 
in the Italian economy (7). Considera- 
tion was also given to the conse- 
quences — not always positive — 
which the industrialization of the 
underdeveloped countries might have, 
from the point of view of political 
and social equilibrium, on the advanc- 
ed nations (8); and to possible reper- 
cussions of foreign aid on the redi- 
stribution of income in backward 
countries, repercussions that are not 
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in all cases such as to increase sav- 


ings (9). 


(5) C. Bresciani-Turron1, “Il problema 
delle aree depresse ed il finanziamento dello 
sviluppo economico ”, Bancaria, January 1950. 
V. Marrama, “La Banca Mondiale e¢ lo svi- 
luppo economico dei Paesi arretrati”, L’Indu- 
stria, No. 4, April 1949. For fiscal problems 
and economic development, see S. Sreve, 
“ Fiscal Policy and Italy’s Economic Develop- 
ment”, in this Review, 1950. 

(6) G.U. Part, “Le développement de 
l’agriculture et la condition indéclinable du 
développement économique”, Revue de la 
Faculté des Sciences Economiques, University 
of Instanbul, July 1949. I. Gasparmi, “ Svi- 
luppo economico e¢ ruolo dell’agricoltura ”, 
Banca e Credito Agrario, Sassari, 1953. 

(7) “Il problema dello sviluppo delle 
economie arretrate”, La Comunita Interna- 
zionale, October 1950. P. Saraceno, Lo 
sviluppo economico dei Paesi sovrapopolati, 
Roma, Ed. Studium, 1952, pp. 163. G. Ce- 
RIANI SEBREGONDI, “ Considerazioni sulla na- 
tura della teoria delle aree depresse ”, Cul- 
tura ¢ Realta, No. 3-4, 1951. By the same 
author, “ Le développement harmonisé¢: notes 
pour une théorie ”, Economie et Humanisme, 
March-April 1954. 

(8) C. Gra, “ Sviluppo delle aree depresse 
ed avvenire delle civilta occidentali”, Rivi- 
sta di politica economica, August-September 
1951; “The Plans for the Development of 
Depressed Areas and the Supremacy of the 
Western World”, in this Review, No. 17, 
1951. The author is strongly critical of the in- 
discriminate application of Truman’s point IV 
and, in particular, of its extension to tropical 
and equatorial lands. This controversial arti- 
cle gives a radical assessment of the dangers 
of development for the supremacy of the 
Western peoples and Western civilization. 

(9) V. Marrama, “ Riflessioni sullo svilup- 
po economico dei Paesi arretrati”, Giornale 
degli Economisti, January-February, 1952. 


4. - In these years, specific problems 
were discussed in the relevant publi- 
cations throughout the world. In 
particular, attention was paid to the 
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so-called direct investments of a colo- 
nial nature by developed countries 
in underdeveloped ones. It was con- 
tended that these investments, which 
are designed solely to control the eco- 
nomy of the backward countries, con- 
tributed, if at all, only very indirect- 
ly to their development (Singer) (10). 
In other words, the question was 
raised of the economic effects of colo- 
nialism on the development of both 
colonizing and colonial countries. 

To this category belongs an impor- 
tant Italian work; La teoria econo- 
mica della colonizzazione (Torino, Ei- 
naudi, 1952, pp. 387) by M. Fanno, 
which deserves particular attention. 

Fanno’s work stands apart in pre- 
sent-day economic writing in Italy, 
although linked to the economico- 
sociological point of view of A. Loria, 
whose publications are fairly well 
known abroad (11). Fanno assembles 
and modifies some of his earlier con- 
tributions (12), and sets out to ana- 
lyse in economic terms the phenome- 
non of colonization and of colonial 
expansion abroad; from there, he 
proceeds to the phenomenon of capi- 
talistic development. 

Fanno accepts the ricardian theory 
of comparative costs, but undertakes 
a dynamic study of the system of in- 
ternational trade, and of the develop- 
ment of the colonial system. He starts 
from the assumption that two pro- 
pulsive factors are constantly chang- 
ing the difference between the com- 
parative costs: the increase in popu- 
lation and the rise in savings. With 
this approach, he analyses and seeks 
to find a formula for the evolution 


of the economic phenomena of colo- 
nization and to explain the political 
superstructures which correspond to 
them. 

In Fanno’s opinion, the ultimate 
objective of the dynamics of popula- 
tion and savings is the splitting up of 
the world economy into a number of 
partially closed systems which tend 
to be stationary. 

Although it is largely formulated in 
terms of sociology, Fanno’s theory 
constitutes a serious effort to explain 
one aspect of the evolution of the 
capitalist system in dynamic terms, 
which are valid on the hypothesis that 
population and savings continue to 
increase at the same time and that 
the only way in which the system 
reacts to a tendency towards diminish- 
ing returns is by means of the balance 
trade. From the point of view of 
methodology, the theory forms a brid- 
ge between the older economico-socio- 
logical theories, which, although going 
back to the classical school, are derived 
from positivism, and modern theories, 


(10) There is a comprehensive exposé of 
these theories under « Backward economies » 
by C. Naporzoni, in the Dizionario di Eco- 
nomia politica, Milano, Comunita, 1956. 

(11) A. Loria, La constitution sociale, Paris, 
1901; Synthese économique, Paris, 1913. On 
Loria’s thought, see Lee Benson, “ Achille 
Loria’s Influence on American Thought”, 
The Journal of Political Economy, 1927. 

(12) See a careful bio-bibliographic article 
on M. Fanno, Giornale degli Economisti, 
November-December 1955. On the Teoria 
economica della colonizzazione, see The Eco- 
nomic Journal, September 1952. On the su- 
bject of economic development, see by the 
same author “ Considerazioni sullo sviluppo 
dei sistemi economici”, May-June, 1956, 
Giornale degli Economisti, and “ Risparmio, 
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investimento, occupazione operaia e sviluppo 
dei sistemi economici”, Risparmio, Decem- 
ber 1957. 


5. - In his book, Fanno does not 
make any reference to the particular 
situation of Italy where, as a result 
of well known historical events, the 
North and the South have followed 
different paths, with the result that 
the transformation did not take place 
simultaneously in the country as a 
whole. The latest theoretical deve- 
lopments have been obliged to take 
account of this situation, which has 
produced the historical southern ques- 
tion and the very rich literature on 
the subject. 

In general, it may be said that the 
new theories of economic develop- 
ment have come into contact with the 
literature on the southern question 
in three phases: 

(a) A first phase showing a typi- 
cally historical approach to the sou- 
thern question that began with the 
unification of the country and gra- 
dually disappeared as the twentieth 
century progressed. It is asserted that 
it was characterized by a lack of any 
attempt to effect a synthesis with the 
then current dynamic theories (the 
dynamics of the classical economists; 
the German historical school; J. B. 
Clark; American institutionalism and 
so on) (13). 

(b) In the second phase, the em- 
phasis was on empirical research and 
other types of study aimed at provid- 
ing a solution of the question on both 
politico-social and economico-financial 
lines; in this phase the new trends were 


to have been partly accepted. There 
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was, for instance, an examination of 
future economic development in terms 
of the modern theory of undiluted 
industrialization or of industrialization 
tempered by intensive agricultural de 
velopment (14). 


(c) A final phase, which is still 
proceeding, is defined as programming 
or realization and is regarded as the 
putting into practice of recent studies, 
including those occasioned by the 
work of the Cassa per il Mezzo. 


giorno (15). 


(13) It is not possible here to give even a 
very brief list of the literature on the south- 
ern question. . We will therefore confine our- 
selves to mentioning works which give an 
overall picture or can be used for reference: 

For a conspectus of the historical evolution 
of the problem and an anthology of writings 
on the subject: B. Caizz1, Antologia della 
questione meridionale, Milano, Comunita, 
1950, pp. 462; M. Rossi-Doria, G. Fortu- 
nato. Antologia dei suoi scritti, Bari, Laterza, 
1948, pp. xii, 276. 

Works which give a wealth of informa- 
tion: G. Arias, La questione meridionale, 
Bologna, 1919, 2 Vols. C. Barpacatio, La 
questione meridionale, Milano, Garzanti, 
1948, pp. 295. F. Vécutine, Die italienische 
Stidfrage, Berlin, Duncker und Humbolkt, 
1951, pp. 680. C. Ropand, Mezzogiorno e 
sviluppo economico, Bari, Laterza, 1954, 
PP- 495- 

(14) A. Mowinari, Future Responsibilities 
of Italian Industry, op. at. For the general 
problems of the South, cf. by the same writer 
“Southern Italy”, in this Review, No. 2, 1949. 

Also on industrialization: G. Cenzato and 
S. Guwort, Il problema industriale del Mez- 
zogiorno, Milano, 1946. SVIMEZ, Contribut 
allo studio del problema industriale del Mez- 
zogiorno, Roma, 1948; Effetti di un program- 
ma di investimenti nel Mezzogiorno, Roma, 
1951 (contains an analysis of the multiplier 
effects). P. Saraceno, Premesse culturali ds 
una politica di sviluppo economico del Mez- 
zogiorno, Palermo, CEPES, October 1955. 
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For the thesis advocating agricultural de- 
velopment, see: M. Rosst-Dorta, Riforma 
agraria ed azione meridionalistica, Bologna, 
Ed. Agricole, 1948, pp. viii, 299; and Died 
anni di politica nel Mezzogiorno, Bari, La- 
terza, 1958, pp. xxxvi, 412. Various authors: 
Problemi dell’agricoltura meridionale, Napoli, 
Istituto Editoriale del Mezzogiorno, 1953, 
pp. xx, 936. 

For the financial aspects of development 
in the South, see P. Saraceno, “ Public Ex- 
penditure, Savings and Foreign Loans in the 
Development of South Italy”, in this Re- 
view, 1949. 

For the explanation of the underdevelop- 
ment of the South in terms of marxist theory, 
see, as a synthesis: A, Lucare.u, “ Profilo 
storico della questione meridionale ”, Movi- 
mento Operaio, December 1949-January 1950. 
See also V. Viretto, “ Marx e lo sviluppo 
economico ”, Societa, October 1956. 

In addition, as fundamental works of 
political significance: G. Dorso, La rivolu- 
zione meridionale, Torino, 1925; second edi- 
tion, Torino, 1945. A. Gramsci, La questione 
meridionale, Roma, 1951 (the work includes 
five writings from 1921-1922). 

(15) This approach is well represented in 
the article by G. Dr Narpt, “ Precettistica 
intuitiva ¢ valutazione econometrica per lo 
sviluppo delle aree depresse”, Banca Nazio- 
nale del Lavoro Moneta e Credito, 1952, 
second quarter. Di Nardi maintains that 
discussions and programmes for the recovery 
of the South should now adopt the more 
refined and complex techniques of econo- 
metric models of economic development. 

For the policy of the Cassa per il Mezzo- 
giorno, see the Proceedings of the Naples 
Congress, 1952, and the Proceedings of the 
Second Naples Congress, 1953, published in 
Rome in 1952 and 1954 respectively by the 
Cassa. In the Proceedings of the Congress, 
cf. especially the overall account given by 
Professor Saraceno. 

For a discussion of Professor Saraceno’s 
paper and for a critical assessment of the 
possible application of an analysis using the 
multiplier, cf. V. Lutz, “ Development Pro- 
blems in Southern Italy: The Second Con- 
ference of the Cassa per il Mezzogiorno ”, in 
this Review, 1954. 


What is the attitude to the sou- 
thern question of the supporters of 
the new approach? 

A significant affirmation recurs in 
these writings on the development of 
the South based on the new theories: 
“The old literature on the southern 
question is no longer of any help in 
solving the problems of the South; 
the contributions to the discussion by 
these great minds will always remain 
a monument of erudition, but nowa- 
days more complex tools are required 
if we are to get to the bottom of the 
problems and to work out a sound 
programme of development” (16). 

Naturally, this kind of assertion 
clashes with the traditional Italian 
conception of the southern question. 
This opposition is due in the first 
place to the fact that many of the 
southern scholars have not realized the 
gulf between the classical literature 
on the South and the studies on the 
more complex tools called for today, 
and have not identified the events and 
forces responsible for the divorce. In 
the second place, the new programmes 
to be carried out, which are no longer 
inspired by the classical conception 
of the southern question, have some- 
times been received with a certain 
scepticism since, while seeming to 
initiate decisive changes, they have 
not, owing to other circumstances, 
been able to effect radical transforma- 
tions. 

Nevertheless, anyone reading the 
new literature on the South is obliged 
to admit that one positive result has 
been achieved by it. The new ap- 
proach makes a strong appeal to the 
realistic side of scholars’ minds and 
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in fact they have now completely 
abandoned their tendency to deal 
with, and solve, the southern pro- 
blem in terms of climate, race, general 
sociological factors, and purely demo- 
graphic considerations; and also drop- 
ped the slogans of individual political 
and social trends in the past (free trade 
and protection, opposed to each other 
as abstract concepts; corporativism, 
and so on) or of particular ideologies 
(theological, sociological-positive, idea- 
list, and so on) (17). 

From the perspective of the new 
theories, the southern question has 
been formulated anew against a wider 
international background and in ge 
neral economico-social terms as the 
story of a crisis which concerns the 
whole country and which is constantly 
on the tapis. The upshot of this de- 
bate is that the southern question is 
becoming a part of the new interna- 
tional issue of the underdeveloped 
countries. 

Half way between the old and the 
new points of view lies the work of 
a Swiss scholar, Friedrich Véchting 
who has devoted a great deal of his 
writing to Italian economic and social 
problems. In his studies on the 
South (18) an interesting link of pre- 
sent-day southern problems is to be 
found not with the most recent theo- 
ries or with the classical approach 
which is gradually being re-exhumed, 
but with the romantic and _protec- 
tionist concepts of the nineteenth cen- 
tury which were at that time common 
in backward countries. Véchting’s 
work, and the discussion to which it 
has given rise, has brought into the 
limelight a whole complex of analysis 


and criticism which might be termed 
neo-protectionism, or regional protec- 
tionism. 

The listian theory of the develop- 
ment of backward countries — all too 
long forgotten — has thus returned 
to the scene in the work of a German 
economist. List’s influence on Vécht- 
ing is so profound as to influence 
enormously his views about the econo- 
mic policy now being followed in 
order to assist the South. Given the 
results achieved by Germany since 
1870 in developing its industry, Vécht- 
ing cannot help considering the mea- 
sures so far adopted for the South as 
inadequate. If these measures are to 
be satisfactory, they must, in his opi- 
nion, be supplemented by a different 
economic policy, i.e. by regional pro- 
tectionism which he defines as fol- 
lows: a heretical conclusion that the 
same means should be followed for 
the same ends, i.e. that customs bar- 
riers might be set up within a country 
behind which a series of selected in- 
dustries, suited to the environment 
and intended above all to meet the 
needs of local consumption, might 
arise and expand (19). 

This view is naturally contested by 
the advocates of recent theories of eco- 
nomic development. 


(16) G. Di Narpt, article quoted in 
note (15). 

(17) For these old conceptions of the south- 
ern question, cf. B. Caizz1, “ Antologia...”, 
op. cit. 

(18) In addition to Die italienische Siid- 
frage, referred to in note (13), see, by the 
same author in this Review, “ Considerations 
on the Industrialization of the Mezzogiorno”, 
No. 46, 1958. 

(19) F. Vécutine, “ Industrialization or 
Pre-Industrialization of Southern Italy”, in 
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this Review, 1952, No. 21. The article by 
G. Di Narp1, “ Precettistica intuitiva...”, 
quoted in note (15) also sets out his case 
against Véchting. The argument turns on 
whether it is better to start the development 
of the South with a substantial programme 
of industrialization backed by public works, 
and end by strengthening agriculture (as 
Véchting contends); or whether fixed social 
capital should be got ready and an active 
policy adopted to improve agriculture, and, 
as a final stage, to speed up the construction 
of industrial plants (Di Nardi). 

In advocating the heretical expedient of 
regional protectionism, Véchting is not alone. 
This proposal was not entirely rejected by 
the European Economic Commission itself 
(Economic Survey of Europe since the War. 
A Reappraisal of Problems and Prospects, 
1953) which, at that time, put it forward 
for some of the backward areas, including 
Italy. But this policy, while it is under- 
standable in the case of such unitarian states 
as Greece and India would mean setting up 
a superregional unit for the South and one 
for the North and Centre. 

However, the thesis advocating regional 
protectionism has found a supporter, at least 
in respect of the Sicilian Region, in G. Mira- 
Betta. He has expounded his wiews in Ca- 
ratteri positivi e negativi della partizione ter- 
ritoriale delle industrie, Palermo, 1951. 


6. - The new doctrines were tackled 
and discussed, with growing concern 
for the problems of economic policy, 
at the three Congresses to which we 
have already referred: the Rome Con- 
gress (1953); the one at Milan (1954): 
and the one at Sorrento (1956). 

The Rome Congress (25-28 May 
1953) (20) on the international orga- 
nization of the economic development 
of underdevedoped areas was opened 
by a paper by Professer G. U. Part, 
“The Theory of Economic Develop- 
ment” which stresses the new aspects 
of the development problem, and con- 
trasts them with the lines laid down, 


which are still of great interest, by 
the classical economists. A vital dyna- 
mic factor is the increase in popula- 
tion which, by constantly altering the 
balance of the economy, gives rise 
to situations which call for increasing 
doses of state intervention. It is the 
economist’s task to define the degree 
of productivity of state investments 
designed to form sufficient social ca- 
pital at any given moment to make 
industrialization possible. For Papi, 
the aim of development should be not 
only an increase in income but also 
full employment. 

Professor Rodenstein-Rodan replied 
to that paper with an address on 
“Capital needs for development and 
how to satisfy them”, in which he 
set forth his theory of the three in- 
divisibilities which hamper develop- 
ment. There is first the minimum of 
development and of synchronization 
of development needed in industry to 
satisfy demand; the second concerns 
the formation of capital, and implies 
not only a minimum of fixed social 
capital, but also its precedence in time 
over productive investments; the third 
is that of the supply of savings. 

In 1954 Italian studies on the pro- 
blem of development pivoted on the 
work of the International Study Group 
on Underdeveloped Areas, held at 
Milan from 10 to 15 October, and 
on the research of the Institute for 
Economics and Finance of Rome Uni- 
versity, and collected in Teoria e po- 
litica dello sviluppo economico (Mila- 
no, Giuffré, 1954, pp. iii, 569). 

The Milan Congress was opened by 
a paper by Professor G. U, Papi: “ Fat- 
tori determinanti dello sviluppe~ eco- 
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nomico”, The speaker, with reference 
to his theory of the relations between 
trend and cycle, brought out the factors 
which determine development, elabo- 
rated a neoclassical theory of the 
formation of underdeveloped areas 
and, intervening in the debate on 
development policy, insisted on the 
development of the agricultural sector 
and on the expansion of international 
trade as prerequisites of industrializa- 
tion, 

Another paper at this Congress (21) 
was by Professor F. Vito, “ Lo stato 
presente della dottrina delle aree arre- 
trate e il caso dell’Italia”. This was 
the first draft of an essay which ap- 
peared in its final form in Problemi 
dello sviluppo economico con parti- 
colare riguardo alle aree arretrate (Mi- 
lano, Soc. Ed. Vita ¢ Pensiero, July 
1956, pp. 430) to which we will be 
making a specific reference. 

The Sorrento Congress (6-8 Octo- 
ber 1956) was devoted to the subject 
of how to finance national economic 
development, and was focused on 
three main papers (22). 

Prof. F. di Fenizio’s paper brings 
out which are the basic factors for 
economic development. His paper 
covers: statistical data on economic 
development and growth in Italy 
from 1950 to 1955; measurement of 
the marginal ratio between capital 
aud net product; the problem of 
economic development without infla- 
tion; statistical data on the accumula- 
tion of savings in Italy, and an ana- 
lysis of the Italian situation on the 
basis of his assumptions; indications 
as to concrete possibilities of develop- 
ment in Italy (23). 


Prof. V. Travaglini’s paper on the 
sources and limits of finance for eco- 
nomic development examines the ge- 
neral co-ordinates of the problem of 
financing development and the limits 
within which practical solutions can 
be found. 

Travaglini considers that stability 
is an inherent attribute of economic 
growth (defined as the increase in 
the real national product per caput). 
Sources and limits of finance must 
be compatible with this process of 
balanced expansion. 

Prof. G. Di Nardi’s paper dealt 
with means for development. In it 
he surveys the objectives of an invest- 
ment policy for Italy. He considers 
these should be: 


(a) attainment of a rate of deve- 
lopment sufficient to achieve within 
a decade the employment of the avai- 
lable labour; 


(b) levelling down of the disparities 
between the rate of development in 
the different regions; 


(c) guarantee that development will 
proceed regularly so as to avoid sub- 
stantial fluctuations. 


The investment policy likely to 
achieve these objectives is determined 
by the type of investment (which are 
divided into those with an immediate 
yield and those with a delayed yield); 
and by the relation between the rate 
of development permitted by the full 
utilization of capital and the rate 
necessary to achieve full employment. 
If the first rate is lower than the 
second, there will be a danger of 
underemployment, and it will be ne- 
cessary to speed up development, and 
intervene by expanding immediate 
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yield investments which absorb a 
higher proportion of labour; in the 
opposite case, it will instead be expe- 
dient to direct the choice towards the 
delayed yield investments, thus delay- 
ing the flow of income to a later 
period. 

To carry out this policy, substantial 
state interventions are needed (state 
loans, supported by a policy modify- 
ing the rate of interest and ensuring 
monetary stability) of a kind capable 
of influencing the flow of public in- 
vestments. As regards the manipula- 
tion of private investments, Di Nardi 
examines the significance of a policy 
of incentives and checks of a fiscal 
or credit nature, and he discusses the 
scope and effectiveness thereof in Ita- 
lian economic life (24). 


(20) Atti del Convegno, published by the 
Societa Italiana per |'Organizzazione Interna- 
zionale, Padova, Cedam, 1953. 

(21) The papers and communications of 
the International Study Group on Backward 
Areas are published by the Centro Nazionale 
per la produzione e la Difesa Sociale, Milano, 
1954- 

Foreign contributions, i.e. papers by Hoff- 
man, Kaldor, and Krishnamurti, are men- 
tioned here for the sake of completeness only. 

For a synthesis of the problems discussed 
at the Milan Congress and for the conclusions 
arrived at, see G. Mazzoccui, “I risultati 
de] Convegno di Milano sulle aree arretrate ”, 
in Problemi dello Sviluppo Economico..., 
op. ait. 

(22) The papers and speeches at the Sor- 
rento Congress (VIII Congress for the Study 
of Industrial Economics and Policy organized 
by the General Confederation of Industry) 
were collected in the Rivista di Politica Eco- 
nomica, October-November 1956. 

(23) See also F, Di Fenizio, “Il sistema 
economico”, L’Industria, 1957, pp. 128, 
Part II (cf. the chapter V on economic deve- 
lopment). 


(24) On problems of economic development 
in general, see also the numerous articles by 
G. Di Narpr (1956-1957), among which a 
paper delivered at the Congress held by the 
European Coal and Steel Community on 
European Unity and the Italian South (Bari, 
1956), in the Rassegna Economica del Banco 
di Napoli, No. 3. See also by the same 
author, “ Progresso tecnico, sviluppo e stabi- 
lita dell’economia ”, ibid., 1958. 


7. - These three Congresses were 
preceded and accompanied by extre- 
mely interesting studies by foreign 
economists: a methodological and sta- 
tistical research by Colin Clark on the 
increase in real income per man-hour 
in Italy from 1901 to 1953 (25); and 
two very stimulating essays by V.C. 
Lutz, on the main features of Italian 
economic development in recent ye- 
ars (26) and on the connection be- 
tween economic growth and capital 
accumulation. According to V.C. 
Lutz, the Italian case is a mixed one, 
to which neither the growth models 
of the fully advanced economy nor 
those of the predominantly primitive 
one adequately correspond (27). 

Among the other various contribu- 
tions by Italian economists, are to be 
mentioned a study by F. Vito on the 
influence of the expansion of popula- 
tion on economic evolution (28); a 
research by G. Demaria bringing out 
the faster rate of industrial develop- 
ment per caput of non-European and 
Soviet European countries, and stress- 
ing the danger of relative economic 
stagnation in Western Europe (29); 
two articles of a methodological cha- 
racter by G. Del Vecchio (30) and 
one by V. Marrama on the total and 
cumulative effects of investments on 
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income; on its redistribution and on 
the balance of payments in underde- 
veloped countries (31). 


(25) C. Crarx, “ The Development of the 
Italian Economy”, in this Review, 1954. 

(26) “ Some Characteristics of Italian Econ- 
omic Development 1950-1955”, in this Re- 
view, 1956. 

(27) “ The Growth Process in a Dual Econ- 
omic System”, in this Review, 1958. This 
excellent essay has been critically discussed 
by L. Sraventa, “Dualism in Economic 
Growth”, in this Review, 1959. 

(28) In Rivista Internazionale di Scienze 
Sociali, October 1954. 

(29) In Giornale degli. Economisti, July- 
August 1954. 

(30) “ Osservazioni teoriche sul problema 
delle aree depresse”, in Giornale degli Eco- 
nomisti, July-August 1954; ibid., July-August 


1955- 
(31) In Bancaria, July 1954. 


8. - The volume Teoria ¢ Politica 
dello Sviluppo Economico, Milano, 
Giuffré, 1954, pp. 569 (a collection of 
studies based on a series of meetings 
at the Institute of Economics and 
Finance of the University of Rome) 
opens with a general introduction by 
Prof. G. U. Papi which has the same 
title as the collection. Here again 
Papi applies his theory of economic 
cycles (32) to the case of economic 
development. Basing himself on the 
premise that rises in entrepreneurs’ 
real income which cause expansion 
are obtained as a result of certain 
events (improvement of means of 
transport or of production in general, 
abolition of tariffs, supply of credit 
on favourable terms) which affect 
important branches of production, 
Papi shows that the accumulation of 
negative effects prevents certain coun- 


tries or areas from exploiting the 
circumstances conducive to growth. 
These economies then suffer the con- 
sequences of a disproportion in the 
factors of production as compared 
with the optimum combination from 
the technical point of view. All this 
ends in a weighting of costs (inevitable 
entrepreneurial errors, more substan- 
tial increases in production risks, very 
elastic market demand, greater ten- 
dency to inflation, growing rigidity 
of the economic structure and so on), 
which adds an additional burden to 
the country’s or area’s original inca- 
pacity to take part in the upward 
swing of the cycle. 

What is the answer? In order to 
bring backward, underdeveloped or 
depressed areas up to the level of 
economic progress achieved by other 
more advanced economies, internal and 
external economies must be created 
for the concerns operating there up 
to a point at which the extra costs 
are cancelled out. In any case, Papi 
emphasizes that the main factor in 
the revival of world trade (which is 
essential if development is to be car- 
ried out in the stages recommended) 
is the investment of capital in hard 
currencies to help put the depressed 
areas on their feet; and he stresses the 
need for private investment, and not 
only by the state, in selected aspects 
of production and indeed in the im- 
plementation of public works as well. 

In conclusion, Papi works out guid- 
ing principles for concerted action be- 
tween the participating countries and 
puts forward schemes designed to 
make possible a greater volume of 
international trade. 


eo 
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The introductory essay is followed 
by sixteen others. Three are devoted 
to the historical evolution of develop- 
ment doctrines. 

A. Gambino shows that the classical 
economists, from Adam Smith to 
Stuart Mill, placed development at 
the centre of their theory. They single 
out work and saving as the vital fac- 
tors. This point was particularly 
stressed by Ricardo with his dynamic 
approach and his debate with Mal- 
thus. Gambino dwells on these basic 
contributions but brings out the 
aspects that show where their point 
of view is out of date, especially as 
regards the spread of economic deve- 
lopment from one country or region 
to another (33). 

P. Sylos Labini compares the ap- 
proaches and conclusions of Marx 
and Schumpeter (34). 

F. Pitigliani concentrates on those 
theories recently worked out in capi- 
talist-countries which aim at devising 
methods for the measurement of de- 
velopment itself (Colin Clark, Kuz- 
nets, Easterlin, Harrod, Domar, etc.). 

Then come four essays on the fac- 
tors which determine development. 

M. De Luca defines what he con- 
siders the essential determinant of the 
development of backward areas, De 
Luca defines the limits, in his view, 
of the usefulness of capital resources 
flowing from advanced to backward 
countries, and he picks out the growth 
and bringing-up to date of organiza- 
tional ability as the essential prere- 
quisite of the development of back- 
ward economies. 

V. Marrama also discusses the fac- 
tors determining economic develop- 


ment in the backward areas. He 
demonstrates the fallacy of putting on 
the same footing the factors making 
for development in advanced coun- 
tries and those of backward countries, 
and brings out the basic differences. 
A scrutiny of the more important cur- 
rents of thought in this field shows 
that, in addition to capitalization, 
which is a development common to 
all countries, the factor which is vital 
for the development of backward 
areas is the stable and increasing 
capacity to import and to use imports 
for productive purposes. 

By examining a few aspects of deve- 
lopment theory, M. Resta shows that 
the concept of economic development 
must in each case be related to the 
economic structure of a country (tak- 
ing structure to mean the proportion 
of a given type, and as from a point 
in time, between the factors of produc. 
tion available). According to Resta, 
the theory of development can be 
assimilated to one of the macrodyna- 
mics of long term productivity, and is 
linked to the structure of the eco- 
nomic system, although the contrary 
might be deduced from certain atti- 
tudes in contemporary literature. 

In an analysis of capital formation 
in backward areas F. Caffé examines 
the case for the priority given to 
fiscal methods (as a means of generat- 
ing forced savings) by recent econo- 
mists proposing to survey the possi- 
bilities of forced creation of capital 
in underdeveloped countries without 
causing inflation. He examines a 
scheme of this kind put forward by 
Nurkse and sees an omission in it, 
since the latter does not take account 
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of the external consumption disecono- 
mies which may arise where the mea- 
sures compulsorily limiting consump- 
tion are confined to a section of the 
economy and do not affect it in its 
entirety. 

The other studies in this volume 
may be divided into three groups. 
The first deals with state, investments 
and finance as they affect development 
(G. Della Porta, V. Selan, G. Gera). 
The second tackles problems of credit 
and foreign trade (A. Salvi, F. Cle- 
menti). 

The third contains essays on_poli- 
tical and organizational questions 
especially as regards the economic 
development of the South of Italy. 

C. Arena regards the South as an 
integral part of a more developed 
economy (both being within the same 
political organization) which is un- 
dergoing rapid and intensive econo- 
mic development in every sector, This 
creates problems which are hard to 
solve in the short run but will give 
greater long term benefits. On the 
basis of this contention, Arena sets 
out a few conclusions of his on what 
the Cassa per il Mezzogiorno is now 


accomplishing. 
The Association for the Develop- 
ment of Industry in the South 


(S.V.I.M.E.Z.) defines the tools need- 
ed for the long term planning of the 
economic development of the South 
of Italy, and describes the efforts 
taade to apply input-output analysis 
to long term economic planning in 
that region. There is a brief descrip 
tion of recent developments in the 
use of this analysis. 





Lavoro 


G. F. Malagodi writes on the psy- 
chological and political factors in eco- 
nomic development. 


(32) G. U. Part, Escape from Stagnation. 
An Essay on Business Fluctuations (in En- 
glish), London, P.S. King and Son, 1933, 
Pp. viii, 165. 

(33) Cf. on development problems, by the 
same author: A. Gamaino, “ Sviluppo econo- 
mico ¢ politico del credito per il Mezzogiorno 
d'Italia”, Banca Nazionale del Lavoro Mo- 
neta e Credito, 1st and 2nd quarter, 1955: 
“Le banche quali strumento dello sviluppo 
economico”, Ii Risparmio, March 1956; La 
politica creditizia e lo sviluppo del Mezzo- 
giorno, Milano, Giuffré, 1957, pp. 47. 

(34) By the same author, on development 
problems: “ Monopoli, ristagno economico ¢ 
politica keynesiana”, Economia Internazio- 
nale, November 1954; “ Prezzi relativi ¢ pro- 
grammi di sviluppo”, Giornale degli Econo- 
misti, 1957. 


The essays collected by the Institute 
for Economic Sciences of the Catholic 
University of Milan (35) have taken 
into consideration several common re- 
quirements that have originated in a 
common conception of the problems 
analysed. These requirements, someti- 
mes in the form of true and proper 
methodological rules, are presented in 
the introductory synthetic study by 
F, Vito (36). 

Vito’s theory of the backward areas 
is put forward as a general methodo- 
logical directive emphasizing the need 
to investigate in every aspect of the 
economic life of underdeveloped coun- 
tries, the distorting factors of the com- 
petitive system or of further increases 
in the power of monopolies which, 
unlike the case in advanced economies, 
can exercise a specially intense in- 
fluence in backward societies. 











Though Vito is concerned with the 
general factors made responsible for 
the existence of backward areas, he 
peculiarly considers the case of the 
South of Italy. In the light of Vito's 
approach, the preliminary question is 
whether the South is to be regarded 
as a backward area or a society in 
process of development but not yet 
sufficiently developed; in other words, 
whether it can be counted among 
those areas which have risen above 
the minimum level of backwardness 
and for which it is permissible to 
speak of economic development pa- 
rallel to that of more advanced coun- 
tries. 

According to Vito, the South can- 
not be classified as a backward area, 
either in theory or practice, On the 
contrary, it is an area of retarded 
development, which forms part of a 
developed country. The situation in 
the South should therefore be consi- 
dered from the perspective of a com- 
parative survey of development and 
not of that of backward areas. The 
investigation then turns to the more 
general reasons for the slower rate of 
development of the South as com- 
pared with the North. 

In tackling this complex and highly 
controversial problem, Vito confines 
himself to working out a line of 
attack, a methodology, and leaves it 
to the numerous other economists re- 
presented in this volume to examine 
individual aspects of the problem or 
inquiries into particular points. 

His methodology (which is an ex- 
tension of that adopted by J. M. Clark 


in his research into cyclical fluctua- 
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tions) may be termed the search for 
strategic factors, i.e, factors which take 
on decisive importance in determining 
a given event. Surveys of this kind 
have been carried out in particular 
by the Committee for Economic De- 
velopment of the Social Sciences Re- 
search Council in a study on Canada, 
the Soviet Union and Italy (37). The 
American scholars have concentrated 
on periods in which the countries: in 
question developed rapidly in relation 
to either the immediately preceding 
period or to the subsequent one, and 
have tried, in each case, to isolate the 
strategic factors responsible for that 
development, taking account of the 
distinction between development pro- 
perly so called and the cyclical phases 
of expansion. 

The model as applied to Italy has 
made it possible to study both the 
evolution of the country as a whole 
and the divergences between the South 
and the nation. The survey brought 
out once again the fundamental data 
of Italian economy which tend to 
paralyse development, i.e. the unfa- 
vourable ratio of resources to popula- 
tion. Given these structural characte- 
ristics, the following strategic factors 
emerge as forces loosening the hold 
of these shackles: foreign trade; emi- 
gration; state expenditure. 

The satisfactory progress of the 
Italian economy up to the first world 
war is explicable in terms of the 
concurrence of strategic factors. In 
the first decade of the present century, 
exports amounted to about 15 per 
cent of the national income, and the 
figure for emigrants was still better. 
It absorbed half, and sometimes over 


88 Banca Nazionale del Lavoro 


half; of the increase in the working 
population. 

After the wave of restrictions on 
migration overseas and the slump in 
international trade during the depres- 
sion in the thirties, the two strategic 
factors became less important. In the 
course of that decade, the former con- 
tracted by 40 per cent, and the latter 
by 75 per cent. After the last war, 
exports rose again to about 15 per cent 
of income (stimulated by foreign help) 
while emigration remained at a rela- 
tively modest level. In these circum- 
stances, the development problem, 
which is dominated by the need to 
augment the domestic volume of 
employment, makes it necessary to 
rely above all, on the factors of 
foreign trade and public expenditure 
(foreign trade, as is known, becomes 
particularly important, because, too, 
every increase in investment tends to 
cause, in the first place, the importa- 
tion of foodstuffs and raw materials 
needed to satisfy the increased demand 
on the part of the labour employed, 
and in addition to cut down exports, 
also as a result of increased consump- 
tion of the goods concerned), 

The effect of the strategic factors 
provides a partial answer to the ques- 
tion of the retarded development of 
the South as compared with the coun- 
try as a whole. The drop in emigra- 
tion affected the South in particular, 
both because it increased concealed 
unemployment and because it reduced 
ithe flow of savings from those who 
had already emigrated. And for the 
South too, the main emphasis must 
be on the factors now operating, i.e. 
foreign trade and state expenditure. 


And full weight must be given to 
the strategic factors which, within 
the general development of the coun- 
try, may, at particular points in time, 
have cooperated in some measures in 
narrowing the gap between the two 
Italies. 

A monograph by S. Lombardini 
deals with investment policy in the 
South and with the analytic study of 
the interdependence in space and time 
of investments which has governed 
the yield. 

The study by G. Mazzocchi shows 
that the South is in a relatively favour- 
able position as regards the possibility 
of autofinancing private business and 
that in really backward areas it is 
not possible to rely on this form of 
savings (38). 

N. Andreatta deals with a very 
controversial question. It is that of 
the technologies which will give a 
certain margin of manoeuvre to a 
policy of intervention in a backward 
area and hence a chance to influence 
an important strategic factor. Some 
maintain that a backward economy 
calls for backward technologies; others, 
on the contrary, feel that more ad- 
vanced technologies (indeed automa- 
tion) are indicated. This is an impor- 
tant problem in underdeveloped coun- 
tries, given their low elasticity of 
supply of skilled labour. Andreatta 
tries to break out from the limitations 
of the two contrasting positions. 

A number of essays in the volume 
under discussion are devoted to the 
analysis of capital accumulation. 

F. Feroldi is primarily concerned 
with voluntary saving and with streng- 
thening credit arrangements (39). 
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C. Brasca deals with the forms of 
forced saving obtained by fiscal mea- 
sures. 

Two essays discuss whether, in a 
development programme, the first step 
is to encourage capital formation in 
agriculture or whether it is preferable 
to rely on industrial development. 
Both essays are written with reference 
to the Italian economy. 

E, Calcaterra comes out against the 
prevailing thesis of the industrializa- 
tion of the South with the contention 
that agricultural development would 
make possible the complete absorp- 
tion of the present labour surplus 
and that it would call for a more 
modest amount of investment than 
would industrial development. 

C. Bonato deals with the economic 
and social aspects of the mechaniza- 
tion of agriculture in Italy. He takes 
a line somewhat closer to the accepted 
view and, while admitting that cer- 
tain transformations in the productive 
arrangements would be able, in cer- 
tain zones of intensive agriculture, to 
increase the demand for labour, con- 
siders that, at bottom, it is essential 
for the progress of agriculture in Italy 
to place greater emphasis on non- 
agricultural activity (and especially on 
industry), which should absorb that 
part of the rural population rendered 
redundant by the mechanization of 
agriculture (40). 

F, Duchini deals with the Marxist 
theory of capitalistic development and 
reviews the ways in which Italian 
marxists have applied it to problems 
of economic evolution. 


(35) Other authors, J problemi dello svi- 
luppo economico con particolare riguardo alle 


aree arretrate, Milano, Societa Editrice Vita 
¢e Pensiero, 1956, pp. 430. 

(36) This volume includes two other stu- 
dies by F. Viro, “ Popolazione ¢ sviluppo 
economico ”, “ Il progresso economico, obiet- 
tivo di politica economica”. See also, by 
F. Viro, “Il finanziamento dello sviluppo 
economico ”, Rivista Internazionale di Scienze 
Social, January-February 1957; “Che cosa 
accade della distribuzione dei redditi quando 
economia si sviluppa?”, Vita e Pensiero, 
February 1957; “ Gli aspetti politici dello svi- 
luppo nelle aree arretrate”, Rivista Interna- 
zionale di Scienze Sociali, May 1957. 

(37) The Economic Development of Canada 
of the Soviet Union and Italy, Social Science 
Research Council, Washington, 1957. 

(38) See also, by the same author, “ L’a- 
spetto istituzionale della distribuzione del 
reddito in una fase di sviluppo economico ”, 
Rivista Internazionale di Scienze Sociali, July- 
August 1957. 

(39) See also by F, Feroxp1, the previous 
volume Formazione del capitale e politica 
creditizia nello sviluppo economico, Milano, 
Giuffré, 1954, pp. vii, 118. 

On the problems of saving, capitalization 
and monetary stability in the development 
process, see: G. Detr’Amore, La raccolta 
del risparmio in rapporto allo sviluppo eco- 
nomico, Milano, Giuffré, 1957, pp. 40. A. 
Graziani, “Capitale, progresso economico ¢ 
instabilita ”, Giornale degli Economisti, Au- 
gust 1957. 

(40) On the problems of agriculture in 
economic development, see also L. Gasparini, 
“Sviluppo economico e ruolo dell’agricol- 
tura”, Banca e Credito Agrario, Sassari, 1953; 
E. Carcarerra, L’agricoltura nello sviluppo 
delle economie arretrate, Milano, Giuffré, 
1955, Pp. 153; G. Ortanno, La produttivita 
del lavoro agricolo e¢ lo sviluppo delle aree 
arretrate, Roma, Istituto Nazionale di Econo- 


mia Agraria, 1957, pp. xiv, 176. 


g. - An important work on under- 
development is the book by V. Mar- 
raMA, Saggi sullo sviluppo economico 
dei paesi arretrati, Torino, Einaudi, 
1958, pp. xi, 396 (41). 

Marrama sets out to define, from 
the point of view of theory and 
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economic policy, the strategic and key 
factors of the process of economic 
development in the backward coun- 
tries. His essay is highly critical of 
certain trends of thought (the empha- 
sis on abstract models, the theory of 
development still based on the concept 
of equilibrium and not on that of 
cumulative principle) and is supported 
by a wealth of direct experience and 
by an appropriate documentation. 

These features make it difficult, if 
not impossible, to give an adequate 
summary of it. We will therefore 
confine ourselves to an analysis of 
his methodology, his conception of 
the factors making for backwardness 
and to summarizing his conclusions. 

Firstly, Marrama defines underde- 
velopment by means of the two in- 
dexes pro-capite income and the con- 
centration of income — thus empha- 
sizing an equitable concept of econo- 
mic development. 

In the second place, it may be said, 
condensing Marrama’s thought to a 
very schematic form, that backward- 
ness (as compared with the progress 
of developed countries) stems from 
three types of scarcity which emerge 
from an analysis of the three strategic 
factors, i.e.: (a) absolute scarcity of 
savings; (b) relative scarcity of that 
type of savings (foreign currency) 
which can be used abroad; (c) scar- 
city of the part of the last type of 
savings which can be effectively used 
for productive purposes. 

Capital formation in backward 
countries is hampered by the first 
scarcity — the lack of savings which 
is due to the low level of national 
income and the high propensity to 


consume, and is aggravated by the 
low productivity of investments. Mar- 
rama discusses the capital-income ratio 
in backward countries and comes to 
the conclusion that it is higher than 
in advanced countries (i.e. it corre- 
sponds to a lower yield). 

Actual capitalization depends on 
the concrete possibilities open to the 
backward countries to import capital 
goods from the industrialized coun- 
tries. Now, according to Marrama, 
this capacity shows (and would seem 
also to be bound to show in future): 
(a) violent short term fluctuations; 
(b) a regular long term decline be- 
cause of the constant deterioration in 
the terms of trade of the backward 
countries, due to the fact that in the 
main, they export raw materials and 
foodstuffs, which in course of time 
become less valuable, and import 
industrial products, the value of which 
grows higher and higher. Chapter V 
of the book is, in any case, a useful 
statistical historical complement to 
Vito’s observations (discussed above) 
which came to the same conclusion. 

Moreover, the small amounts of 
savings in the backward countries can 
not only not be transformed into ca- 
pital goods (since conditions in these 
countries are steadily deteriorating) 
but to a large extent cannot even be 
effectively capitalized, and are spent 
in unproductive ways. 

The author thus comes back to the 
classical principle which distinguishes 
between productive and unproductive 
investments and which is opposed by 
him to the criterion of those econo- 
mists who, following in Keynes's 
footsteps, regard all investments as 





Recent Italian Works on Theories of Economic’ Development gt 


productive. And, basing himself on 
empirical data, he traces the channels, 
often unsuspected, by which scarce 
savings, which could be used to feed 
the country’s import capacity, are 
frittered away in: (a) import of ca- 
pital goods for unproductive invest- 
ments at home; (b) import of luxury 
consumer goods; (c) tourist expendi- 
ture abroad; (d) flight of capital; 
(e) hoarding of gold and hard cur- 
rency,. 

Lastly, Marrama’s analysis leads 
him to put forward certain general 
measures, while under no illusion as 
to their effectiveness in practice. The- 
se are examined in detail and as 
forming an interrelating whole: 


(1) industrialization to replace im- 
ported goods, with special emphasis 
on industries producing consumer 
goods and simple capital goods; 


(2) reform of the agrarian struc- 
ture — i.e. land reform in the strict 
sense, agrarian credit and commercia- 
lization of farm produce, with appro- 
priate combinations of measures in 
the three fields; 


(3) intensification of international 
transfers of capital, with special stress 
on transfers of state funds either 
repayable or as grants, and greater 
contributions in this respect 
Western Europe; 


from 


(4) short term stabilization of the 
markets for raw materials, especially 
in the case of those commodities 
which are traded between backward 
and advanced countries. 


(41) By the same author: “ Problemi e¢ 
metodi di analisi economica e di progetti 
scientifici di sviluppo”, Rassegna Economica 


del Banco di Napoli, No. 3, July-September 
1956; “Sviluppo economico, produttivita del 
capitale ¢ programmi d’investimento ”, Studi 
Economia, September-October 1957. 


10. - Other works on the theory 
and policy of development published 
in Italy in 1958-59, and not previously 
mentioned, are as follows, grouped 


under five headings: 
(a) General theory: 


C, Gin, “ Progresso o decadenza? 
Considerazioni introduttive”, Rivista 
di Politica Economica, May 1959; 
“Progresso o decadenza? Il dominio 
della tecnica”, in the same Review, 
June 1959. N. Anpreatra, Distribu- 
zione del reddito e accumulazione del 
capitale, Milano, Giuffré, 1958. M. 
Tatamona, Aspetti e problemi dello 
sviluppo economico, Milano, Ed. Mon- 
do Economico, 1958, pp. 194. G.U. 
Part, Economia Internazionale, Trat- 
tato Italiano di Economia, Torino, 
U.T.E.T., 1959. (The first two chapters 
treat of the economic development of 
a country or of a region, and the 
factors that can favour to hamper this 
development. The Author, resuming 
his precedenting studies, links the 
theory of economic development to 
the theory of the cycle, which he 
examines in Chapters III-X). G. Ca- 
sTELLINO, “ La scelta degli investimenti 
nei programmi di sviluppo economi- 
co”, L’Industria, No, 1, 1959. A. Gra- 
ziani, “ Teorie e modelli di sviluppo 
economico ”, Giornale degli Economi- 
sti, Nos. 1 and 2, 1959. 


(b) Population problems with a bear- 
ing on development: 


G. Mortara, “ Previsioni sull’incre- 
mento della popolazione del mondo” 








92 Banca Nazionale del Lavoro 


L'lndustria, January-March 1958. A. 
De Marco, “ Controllo delle nascite ¢ 
sviluppo economico ”, Civilta Cattolica, 
February, 1958. 
(c) Economic policy and development : 
P. Saraceno, Initiative privée et ac- 
tion publique dans les plans d’indus- 
trialisation des régions sous-dévelop- 
pées, Instanbul, University of Ankara, 
1958. A. Mottnari, “Effects of the 
Policy for the Development of South- 
ern Italy on the National Economy”, 
The Review of the Economic Condi- 
tions in Italy, Roma, 1959. 


(d) Sectoral problems : 


F, Vrro, “L’agricoltura del Paese 
in fase di sviluppo”, Rivista Inter- 
nazionale di Scienze Sociali, January- 
February 1958. A.A. PennaccHieTT1, 


Rome 


“ Agriculture, Economic Development 
and the Common Market: Italian Pro- 
blems”, in this Review, 3rd quarter, 
1959. A, Pepone, “ Produttivita agri- 
cola ¢ industrializzazione della prima 
fase di un progresso di sviluppo eco- 
nomico”, Rivista di Poliitca Econo- 
mica, April 1959. I. Gasperini1, “ Le 
fonti di energia nello sviluppo econo- 
mico ”, Economia Internazionale delle 
Fonti di Energia, Nos. 4-6, 1958. 


(e) Financial and foreign trade pro- 
blems : 

A. Amato, “ Pressione fiscale, svi- 
luppo e progressivita del sistema tri- 
butario”. Rivista di Politica Econo- 
mica, December 1958. F. VENrTRIGcLIA, 
“The Industrial Credit Policy in 
Southern Italy”, The Review of Eco- 
nomic Conditions in Italy, 1959. 


P. Giant 
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Capital 
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Fund 


Deposit & Camm Aameate ; 
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Foreign currency accounts . 
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Bills for collection . ; 
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